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'EHICLE CODE | VEHICLE CODE § 4 7 6 0

t h e  r e g i s t r a t i o n  c a r d  a n d  p o t e n t i a l  
;  s p e c i f i e d  i n  S e c t i o n  9 2 6 5  s h a l l  n o t

: i o n  o f  a  v e h i c l e ,  i f  t h a t  r e g i s t r a t i o n  * 
i o n ,  t h e  o w n e r  o f  t h e  v e h i c l e  s h a l l  
a t i o n  t h a t  t h e  v e h i c l e  w i l l  n o t  b e  \ 
i n y  h i g h w a y  d u r i n g  t h e  s u b s e q u e n t  i  

a p p l i c a t i o n  f o r  r e g i s t r a t i o n  o f  t h e  | 
9. T h e  c e r t i f i c a t i o n  o f  n o n o p e r a t i o n  j 
r t h e  v e h i c l e ,  b u t  m a y  b e  r e n e w e d  i

d  p u r s u a n t  t o  s u b d i v i s i o n  ( a )  s h a l l  ;  
a r s  ( $ 5 ) .  .. . . .  '
i t iG n ,  w h e t h e r  o r  n o t  a c c o m p a n i e d  ‘  
) r  a n y  i n t e r e s t  i n ,  t h e  v e h i c l e ,  s h a l l  
/ m e n t  o f  t h e  r e q u i r e d  f e e s  f o r  t h e  ■ 
a l t y  f o r  d e l i n q u e n t  p a y m e n t  o f  f e e s  
( c o m m e n c i n g  w i t h  S e c t i o n  1 0 7 0 1 )  . 

m  C o d e  i f  t h e  d e p a r t m e n t  r e c e i v e s  
d a t e  t u -  v e h i c l e  i s  f i r s t  o p e r a t e d ,  

a y  d u r i n g  t h e  c u r r e n t  r e g i s t r a t i o n  
i  r e q u i r e d  p u r s u a n t  t o  s u b d i v i s i o n

c r e q u i r e d  t o  b e  f i l e d  p u r s u a n t  t o

a i r e s  w h i l e  b e i n g  h e l d  a s  i n v e n t o r y

i c l e  4  ( c o m m e n c i n g  w i t h  S e c t i o n

i .- •
ber 25, 1990, operative July 1, 1990.
:tion, was repealed Stats 1990 ch 1352 § 4 (AJ3

) 5 )  C e r t i f i c a t e  o f  n o n o p e r a t i o n  i n  '
i '. . j  . • r  . .

s t r a t i o n  h a s  e x p i r e d  o n  o r  b e f o r e  
f  n o n o p e r a t i o n  i n  l i e u  o f  f e e s  o r  
? m e n c i n g  w i t h  S e c t i o n  1 0 7 0 1 )  o f  
T o d e  f o r  a n y  p e r i o d  d u r i n g  w h i c h  -  
l e f t  s t a n d i n g  u p o n  a n y  h i g h w a y  

a l  d a t e  o f  t h e  v e h i c l e  a f t e r  J u l y  1 ,

u n t i l  J a n u a r y  1 ,  1 9 9 5 ,  a n d  a s  o f  , 
1  s t a t u t e ,  w h i c h  i s  e n a c t e d  b e f o r e
: e .  j
Per 25. 1990, operative July 1, 1990, operative - 

(1 V .h  Cod*|

§  4 7 5 0 .  ( F i r s t  o f  t w o ;  o p e r a t i v e  t e r m  c o n t i n g e n t )  G r o u n d s  r e q u i r i n g  r e f u s a l  
T h e  d e p a r t m e n t  s h a l l  r e f u s e  r e g i s t r a t i o n  o r  r e n e w a l  o r  t r a n s f e r  o f  r e g i s t r a ­
t i o n  u p o n  a n y  o f  t h e  f o l l o w i n g  g r o u n d s :
( a )  T h a t  t h e  a p p l i c a t i o n  c o n t a i n s  a n y  f a l s e  o r  f r a u d u l e n t  s t a t e m e n t .
( b )  T h a t  t h e  r e q u i r e d  f e e  h a s  n o t  b e e n  p a i d .
( c )  T h a t  t h e  r e g i s t r a t i o n  o r  r e n e w a l  o r  t r a n s f e r  o f  r e g i s t r a t i o n  i s  p r o h i b i t e d  
b y  t h e  r e q u i r e m e n t s  o f  P a r t  5  ( c o m m e n c i n g  w i t h  S e c t i o n  4 3 0 0 0 )  o f  D i v i s i o n  
2 6  o f  t h e  H e a l t h  a n d  S a f e t y  C o d e .  -
Enacted Stats 1959 ch 3; Amended Stats 1959 ch 1021 § 1; Stats 1st Ex Sess 1960 ch 23 § 3 p 351; Stats 
1968 ch 764 §13.5 p 1482; Stats 1975 ch 957 §26. Repealed Stats 1985 ch 245 § 1, operative date 

contingent. See note to 2nd version following. ... -*•••

.-v,,.. ■.. -r.-j .••• '.v.iil-AV.-

§  4 7 5 0 .  ( S e c o n d  o f  t w o ;  o p e r a t i v e  t e r m  c o n t i n g e n t )  G r o u n d s  r e q u i r i n g  
r e f u s a l  - .. .  . ’  “ . ‘  7
T h e  d e p a r t m e n t  s h a l l  r e f u s e  r e g i s t r a t i o n ,  o r  r e n e w a l  o r  t r a n s f e r  o f  r e g i s t r a ­
t i o n ,  u p o n  a n y  o f  t h e  f o l l o w i n g  g r o u n d s :  •• • -  -•
( a )  T h e  a p p l i c a t i o n  c o n t a i n s  a n y  f a l s e  o r  f r a u d u l e n t  s t a t e m e n t .  ’
( b )  T h e  r e q u i r e d  f e e  h a s  n o t  b e e n  p a i d .   :
( c )  T h e  r e g i s t r a t i o n ,  o r  r e n e w a l  o r  t r a n s f e r  o f  r e g i s t r a t i o n ,  i s  p r o h i b i t e d  b y  
t h e  r e q u i r e m e n t s  o f  P a r t  5  ( c o m m e n c i n g  w i t h  S e c t i o n  4 3 0 0 0 )  o f  D i v i s i o n  2 6  
o f  t h e  H e a l t h  a n d  S a f e t y  C o d e .
( d )  T h e  o w n e r  o f  a  h e a v y  v e h i c l e ,  w h i c h  i s  s u b j e c t  t o  t h e  h e a v y  v e h i c l e  u s e  
t a x  i m p o s e d  p u r s u a n t  t o  S e c t i o n  4 4 8 1  o f  T i t l e  2 6  o f  t h e  U n i t e d  S t a t e s  C o d e , '  
h a s  n o t  p r e s e n t e d  s u f f i c i e n t  e v i d e n c e ,  a s  d e t e r m i n e d  b y  t h e  d e p a r t m e n t ,  t h a t  
t h e  t a x  f o r  t h e  v e h i c l e  h a s  b e e n  p a i d  p u r s u a n t  t o  t h a t  s e c t i o n .
Added Stau 1985 ch 245 §2. "

Note— Stata 1985 ch 245 provides:
SEC 3. Sections 1 and 2 of this act shall become operative when the Secretary of the Treasury prescribes 
the forms for the proof of payment of the heavy vehicle use tax, pursuant to subsection (d) of Section 

141 of Title 23 of the United States Code. . - . . ■ ..........  •'

§  4 7 6 0 .  F a i l u r e  t o  d e p o s i t  b a i l  f o r  p a r k i n g  o f f e n s e s
( a )  E x c e p t  a s  p r o ' . i d e d  i n  s u b d i v i s i o n  ( b ) ,  t h e  d e p a r t m e n t  s h a l l  r e f u s e  t o  
r e n e w  t h e  r e g i s t r a t i o n  o f  a n y  v e h i c l e  i f  t h e  r e g i s t e r e d  o w n e r  o r  l e s s e e  h a s  
b e e n  m a i l e d  a  n o t i c e  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n  r e l a t i n g  t o  s t a n d i n g  o r  
p a r k i n g ,  t h e  p r o c e s s i n g  a g e n c y  h a s  f i l e d  o r  e l e c t r o n i c a l l y  t r a n s m i t t e d  t o  t h e  
d e p a r t m e n t  a n  i t e m i z a t i o n  o f  u n p a i d  p a r k i n g  p e n a l t i e s ,  i n c l u d i n g  a d m i n i s t r a ­
t i v e  f e e s  p u r s u a n t  t o  S e c t i o n  4 0 2 2 0 ,  a n d  t h e  o w n e r  o r  l e s s e e  h a s  n o t  p a i d  t h e  
p a r k i n g  p e n a l t y  a n d  a d m i n i s t r a t i v e  f e e  p u r s u a n t  t o  S e c t i o n  4 0 2 1 1 ,  u n l e s s  h e  
o r  s h e  p a y s  t o  t h e  d e p a r t m e n t ,  a t  t h e  t i m e  o f  a p p l i c a t i o n  f o r  r e n e w a l ,  t h e  
f u l l  a m o u n t  o f  a l l  o u t s t a n d i n g  p a r k i n g  p e n a l t i e s  a n d  a d m i n i s t r a t i v e  f e e s ,  a s  
s h o w n  b y  r e c o r d s  o f  t h e  d e p a r t m e n t .  • .  .
( b )  T h e  d e p a r t m e n t  s h a l l  n o t  r e f u s e  t o  r e n e w  t h e  r e g i s t r a t i o n  o f  a n y  v e h i c l e  
o w n e d  b y  a  r e n t e r  o r  l e s s o r  i f  t h e  a p p l i c a n t  p r o v i d e s  t h e  d e p a r t m e n t  w i t h  
t h e  a b s t r a c t  o r  n o t i c e  o f  d i s p o s i t i o n  o f  p a r k i n g  v i o l a t i o n  i s s u e d  p u r s u a n t  t o  
s u b d i v i s i o n  ( c )  f o r  c l e a r i n g  a l l  o u t s t a n d i n g  p a r k i n g  p e n a l t i e s  a n d  a d m i n i s t r a ­
t i v e  f e e s  a s  s h o w n  b y  t h e  r e c o r d s  o f  t h e  d e p a r t m e n t .
( c )  T h e  c o u r t  o r  d e s i g n a t e d  p r o c e s s i n g  a g e n c y  s h a l l  i s s u e  a n  a b s t r a c t  o r  
n o t i c e  o f  d i s p o s i t i o n  o f  p a r k i n g  v i o l a t i o n  t o  t h e  r e n t e r  o r  l e s s o r  o f  a  v e h i c l e  
i s s u e d  a  n o t i c e  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n  r e l a t i n g  t o  s t a n d i n g  o r
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§ 4 7 6 0 VEH ICLE CODE v e :
p a r k i n g ,  i f  t h e  r e n t e r  o r  l e s s o r  p r o v i d e s  t h e  c o u r t  o r  p r o c e s s i n g  a g e n c y  w i t h  
t h e  n a m e ,  a d d r e s s ,  a n d  d r i v e r ’ s  l i c e n s e  n u m b e r  o f  t h e  r e n t e e  o r  l e s s e e  a t  t h e  
t i m e  o f  o c c u r r e n c e  o f  t h e  p a r k i n g  v i o l a t i o n .
Amended Stats 1986 eh 939 § 8. Amended Stats V89  ch 750 sec 1.

Amendments: . . .
1586 Amendment: (1) Added subdivision designation (a); (2) substituted all that port of subd (a) 
following "or lessee has been" for "sent or given a notice of violation relating to standing or parking 
pursuant to paragraph (2) of Section 41103 and has not complied with paragraph (2) of Section 41103, 
unless he pays to the department, at the time he applies for renewal, the full amount of bail for offenses 
relating to standing or parking which he has failed to deposit as required by law, as shown by records of 
the department”; and (3) amended subd (b) by substituting (a) "all outstanding parking penalties and 
administrative fees" for "bail for offenses relating to standing or parking which have not been deposited 
as required by law"; and (b) "parking violation for which the full amount of parking penalties is not 
enclosed and the name, address, and driver’s license number of the rentee or lessee" for "offenses relating 
to standing or parking for which the full amount of bail is not enclosed".' - - 1 :
1989 Amendment: (1) Amended subd (a) by (a) deleting ", rentes." after "registered owneT” ; (b) adding 
“the processing agency has filed of electronically transmitted to the department"; and (c) substituting 
"pursuant to Section 40220, and the owner or lessee” for ", has been filed with, or electronically 
transmitted to, the department under Section 40220, and that person”; (2) substituted subd (b) for former 
subd (b) which read: "(b) The department shall not refiisc to renew the registration of any vehicle owned 
by a renter or lessor when the renter or lessor applies for renewal without paying to the department, at 
the time of submitting the application for renewal, the full amount of all outstanding parking penalties 
and administrative fees as shown by records of the department, if the application for renewal is 
accompanied by an affidavit of the applicant in a form acceptable to the department stating that the 
vehicle was in the possession of the rentee or lessee rt the time of occurrence of the parking violation for 
which the full amount of parking penalties is not enclosed and the name, address, and driver’s license 
number of the rentee or lessee.”; and (3) added subd (c). -

as K 
§96. 
1986 
"deli 
have 
subsi 
of th

§ 4 7
T h e
delii
Sect
s u f f i
S e c t
Awcr,
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1985.
1936
"subdi
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§  4 7 6 1 .  A m o u n t  o f  b a i l  o n  p o t e n t i a l  r e g i s t r a t i o n  c a r d
T h e  d e p a r t m e n t  s h a l l  i n c l u d e  o n  e a c h  p o t e n t i a l  r e g i s t r a t i o n  c a r d  i s s u e d  f o r  
u s e  a t  t h e  t i m e  o f  r e n e w a l ,  o r  o n  a n  a c c o m p a n y i n g  d o c u m e n t ,  a n  i t e m i z a t i o n  
o f  u n p a i d  p a r k i n g  p e n a l t i e s ,  i n c l u d i n g  a d m i n i s t r a t i v e  f e e s ,  s h o w i n g  t h e  
a m o u n t  t h e r e o f  , a n d  t h e  j u r i s d i c t i o n  w h i c h  i s s u e d  t h e  n o t i c e  o f  p a r k i n g  
v i o l a t i o n  r e l a t i n g  t h e r e t o ,  w h i c h  t h e  r e g i s t e r e d  o w n e r  o r  l e s s e e  i s  r e q u i r e d  t o  
p a y  p u r s u a n t  t o  S e c t i o n  4 7 6 0 .
Amended Stats 1986 ch 939 § 9. .. .
Amendments: . - . . . - .  .

1986 Amendment: (1) Substituted "unpaid parking penalties, including administrative fees” for “undepo­
sited bail”; and (2) added "parking” after "notice or’. ’ : -

§  4 7 6 2 .  R e m i t t i n g  b a i l  c o l l e c t e d  ............. ..........................................
T h e  d e p a r t m e n t  s h a l l  r e m i t  a l l  p a r k i n g  p e n a l t i e s  a n d  a d m i n i s t r a t i v e  f e e s  
c o l l e c t e d ,  a f t e r  d e d u c t i n g  t h e  a d m i n i s t r a t i v e  f e e  a u t h o r i z e d  b y  S e c t i o n  . 4 7 6 3 ,  
f o r  e a c h  n o t i c e  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n  f o r  w h i c h  p a r k i n g  p e n a l t i e s  
a n d  a d m i n i s t r a t i v e  f e e s  h a v e  b e e n  c o l l e c t e d  p u r s u a n t  t o  S e c t i o n  4 7 6 0 ,  t o  
e a c h  j u r i s d i c t i o n  i n  t h e  a m o u n t s  d u e  t o  e a c h  j u r i s d i c t i o n  a c c o r d i n g  t o  i t s  
u n a d j u d i c a t e d  n o t i c e s  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n .  W i t h i n  4 5  d a y s  f r o m  
t h e  t i m e  p e n a l t i e s  a r e  r e c o r d e d  b y  t h e  d e p a r t m e n t ,  t h e  d e p a r t m e n t  s h a l l  
i n f o r m  e a c h  j u r i s d i c t i o n  w h i c h  o f  i t s  n o t i c e s  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n  
h a v e  b e e n  d i s c h a r g e d .
Amended Stats 1985 ch 1008 § 1, ch 1289 § I; Stats 1986 ch 939 § 10.

Amendments:

1985 Amendment: (1) Added the comma after "Section 4763"; and (2) divided the section into the 
present first and second sentences by substituting “. Within 45 days fiom the time bail is recorded by the 
department, the department” for “, and”. (As amended by Stats 1985, ch 1289, compared to the section

106 (1 V*h Codo|



V E H I C L E  C O D E  >§ 4 0 5 0 2

w i t h i n  a  p e r i o d  o f  n o t  m o r e  t h a n  10 d a y a  a f t e r  t h e  a r r e s t ,  t h e  n o t i c e  t o  
a p p e a r  o h a l l  c o n t a i n ,  i n  a d d i t i o n  t o  t h e  a b o v e ,  a  s t a t e m e n t  n o t i f y i n g  t h e  
p e r s o n  a r r e s t e d  t h a t  t h e  p e r s o n  m a y  a p p e a r  b e f o r e  s u c h  a  n i g h t  s e s s i o n  o f  
t h e  c o u r t .  ' . . . . V -  •
Amended S u u  1980 ch 1299 { 3; S u u  1984 ch 400 ft 1.

Amendments: , *
1980 Amendment: Added the second paragraph. ! ...............  ■ •
1984 Amendment: In addition to making technical changes, (1) substituted "any of the following" for 
"dther”  In the introductory clause; and C2) amended subd (b) by (a) deleting "or before a magistrate in 
the judicial district in which the offense is alleged to have been committed" at the end of the tint 
sentence; and (b) adding the second sentence. . . .. _ ■ ‘ .

Cal Jur 3d (Rev) Courts §§'36,135, Criminal Law § 1677. . ~. ' ; V . T  ‘ L*

In a traffic prosecution for a violation of Veh. 
Code, {22406, subd. (a), in which defendant was 
driving a semi truck within the territory of a judi­
cial district outside the county teat when he was 
stopped by a California Highway Patrol of *r for 
driving in excess of 55 miles an hour, in 
which defendant, pursuant to Veh. Code, {  40502, 
subd. (b), requested trial at the county seat, the 
trial court did not err in denying defendant’s 
motion to dismiss the case for lack of jurisdiction, 
although the trial was brought in a branch court 
of the municipal court for the city which com­
prised the county seat rather than in the central 
branch of the municipal court, since the entire 
municipal court regardless of where it was sitting 
within such city’s judicial district, was the court

servicing the county seat. Although defendant, 
having been cited for a traffic violation in a 
judicial district outside the county seat T'as enti­
tled, upon his request, to be tried at the county 
scat, trial at any such branch court tatisfled 
§40502, subd. (b), considering Cal. Const., art. 
VI, § 5, subd. (a), providing that a city .may not be 
divided into more than one municipal court dis­
trict, since each of the municipal court branches 
must therefore be treated as integral parts of a 
single municipal district court. In any event, de­
fendant's appropriate remedy, were his contention 
correct, was transfer of the case to ' the proper 

‘.court, not dismissal. People v Beltran (1981, 2d 
Dist) 124 Cal App 3d 33 5. 177 Cal Rptr 262.

§  4 0 5 0 4 .  D e l i v e r y  o f  n o t i c e
Cal Jur 3d (Rev) Criminal Law § 1677.

A police officer who has stopped a motorist for • 
a traffic violation for which the offender cannot be 
taken into custody, and has already detained him 
for the period necessary to perform his functions 
arising from the violation, cannot thereafter law­
fully detain the offender for an additional period 
of time solely for the 'purpose of conducting a 
warrant check. Veh C §40504 subd (a), plainly 
and unequivocally provides- that when a traffic 
offender gives his written promise to. appear by 
signing two copies of the citation, the arresting 
officer shall "forthwith" release the person arrested 
from custody, and that rule is equally applicable 
when the officer has completed his investigation of 
the incident and gives a warning rather than a 
citation. The statute, moreover, implements consti­
tutional doctrine. Just as a search which is reason­
able at its inception may violate U.S. Const,

Fourth Amend., by virtue of its intolerable inten­
sity and scope, so may an investigatory detention 
exceed constitutional bounds when extended be­
yond what is reasonably necessary under the cir­
cumstances which made its initiation permissible. 
Thus, a police officer's detention of a motorist 
Stopped for driving the wrong way on a one-way 
street, for an additional period of approximately 
10 minutes after completion of his duties with 
respect to the violation, for the purpose of seeking 
out unrelated arrest warrants in the name of the 
motorist or his passenger was not reasonably nec­
essary to the initial det ention process, and hence 
exceeded constitutional limitatiens. (Per Mosk, 
Clark, and Manuel, JJ.) People v McGaughran 

- (1979) 25 C3d 577, 159 Cal Rptr 191. 601 P2d 
207. •

§  4 0 5 0 8 .  V i o l a t i o n  o f  p r o m i s e  t o  a p p e a r  • ■. -
( a )  A n y  p e r s o n  w i l l f u l l y  v i o l a t i n g  h i s  o r  h e r  w r i t t e n  p r o m i s e  t o  a p p e a r  o r  a  
l a w f u l l y  g r a n t e d  c o n t i n u a n c e  o f  h i s  o r  h e r  p r o m i s e  t o  a p p e a r  i n  c o u r t  o r  
b e f o r e  a  p e r s o n  a u t h o r i z e d  t o  r e c e i v e  a  d e p o s i t  o f  b a i l  i s  g u i l t y  o f  a  
m i s d e m e a n o r  r e g a r d l e s s  o f  t h e  d i s p o s i t i o n  o f  d i e  c h a r g e  u p o n  w h i c h  h e  o r  
s h e  w a s  o r i g i n a l l y  a r r e s t e d .  . . . . . .
( b )  A n y  p e r s o n  w i l l f u l l y  f a i l i n g  t o  p a y  a  l a w f u l l y  i m p o s e d  f i n e  f o r  a  
v i o l a t i o n  o f  a n y  p r o v i s i o n  o f  t h i s  c o d e  o r  a  l o c a l  o r d i n a n c e  a d o p t e d  p u r s u a n t  
1 3 8  (5 v« ftC od« )
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f t e r  t h e  a r r e s t ,  t h e  n o t i c e  t o  
/ e ,  a  s t a t e m e n t  n o t i f y i n g  t h e  
^ f o r e  s u c h  a  n i g h t  s e s s i o n  o f

I) lubidtuted “*ny p t  the foUcrwic|M.for 
ay (a) deleting "or before i  mxgUtrate in 
>ecn committed” at .the end of the flnt

the Conner, teat. 'Although defendant,' 
cea' dted ' for‘"a traffic violation'in a 
iitrict outride the county seat was enti- 
n his request, to be tried at the county 
J at any such branch court satisfied 
subd. (b), considering Cal. Const, art. 
ubd. (a), providing that a city may not be 
a to more than one municipal court dis- 
.c each of the municipal court branches 
refore be treated as integral parts of a 
mid pal district court In any event dc- 
appropriate remedy, were his contention 

was transfer of the case to'the proper 
it dismissal. People v Beltran (1981, 2d 
• Cal App 3d 33 5, 177 Cal Rptr 262.

Vmend., by virtue of its intolerable in ten- 
scope, so may an investigatory detention 
oustitutional bounds when extended be­
st is reasonably necessary under the dr- 
:es which made its initiation permissible, 

police officer’s detention of a motorist 
for driving the wrong way on a one-way 
;r an additional period of approximately 
;tea after completion of his duties with
0 the vioiatio.-’ . for the purpose of seeking 
dated arrest warrants in the name of the
or his passenger was not reasonably nec- 

j  the initial det ention process, and hence
1 constitutional limitations." (Per Mosk. 
•nd Manuel, JJ.) People v McGaughran 
15 C3d 377,. 159 Cal Rptr 191, 601 P2d

w r i t t e n  p r o m i s e  t o  a p p e a r  o r  a  
p r o m i s e  t o  a p p e a r  i n  c o u r t  o r  
l e p o s i t  o f  b a i l  i s  g u i l t y  o f  a  
’  t h e  c h a r g e  u p o n  w h i c h  h e  o r

l a w f u l l y  i m p o s e d  f i n e  f o r  a  
c a l  o r d i n a n c e  a d o p t e d  p u r s u a n t

(5 Van Coda] I

t o  t h i s  c o d e  w i t h i n  t h e  t i m e  a u t h o r i z e d  b y  t h e  c o u r t  a n d  w i t h o u t  l a w f u l  
e x c u s e  h a v i n g  b e e n  p r e s e n t e d  t o  t h e  c o u r t  o n  o r  b e f o r e  t h e  d a t e  t h e  f i n e  i a  
d u e  i s  g u i l t y  o f  a  m i s d e m e a n o r  r e g a r d l e s s  o f  t h e  f u l l  p a y m e n t  o f  t h e  f i n e
a f t e r  s u c h  t i m e .  v „•  .. c .'uw'•
( c )  I f  a  p e r s o n  c o n v i c t e d  o f  a n  i n f r a c t i o n  f a i l s  t o - p a y  a  f i n e  o r  . a n y  
i n s t a l l m e n t  t h e r e o f  w i t h i n  t h e  t i m e  a u t h o r i z e d  b y  t h e  c o u r t ,  t h e  c o u r t  m a y ,  
e x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  s u b d i v i s i o n ,  i m p o u n d  . t h e  p e r s o n ' s  
d r i v e r ’ s  l i c e n s e  a n d  o r d e r  t h e  p e r s o n  n o t  t o  d r i v e  f o r  a  p e r i o d  n o t  t o  e x c e e d  
3 0  d a y s .  B e f o r e  r e t u r n i n g  t h e  l i c e n s e  t o  t h e  p e r s o n ,  t h e  c o u r t  s h a l l  e n d o r s e  
o n  t h e  r e v e r s e  s i d e  o f  t h e  l i c e n s e  t h a t  t h e  p e r s o n  w a s  o r d e r e d  n o t  t o .  d r i v e ,  
t h e  p e r i o d  f o r  w h i c h  t h a t  o r d e r  w a s  m a d e ,  a n d  t h e  n a m e  o f - t i i e  c o u r t  
m a k i n g  t h e  o r d e r .  I f  a  d e f e n d a n t  w i t h  a  c l a s s  3  o r  4  d r i v e r ’ s  l i c e n s e  s a t i s f i e s  
t h e  c o u r t  t h a t , i m p o u n d i n g  h i s  - o r  h e r  d r i v e r ’ s  l i c e n s e , . a n d .  . o r d e r i n g  t h e ,  
d e f e n d a n t  n o t  t o  d r i v e  w i l l  a f f e c t  h i s  o r  h e r  l i v e l i h o o d ,  t h e  c o u r t  s h a l l  o r d e r ,  
t h a t  t h e  p e r s o n  l i m i t  h i s  o r  h e r  d r i v i n g  f o r  a  p e r i o d  n o t  t o  e x c e e d  3 0  d a y s  t o  
d r i v i n g  t h a t  i s  e s s e n t i a l  i n  t h e  c o u r t ’ s  d e t e r m i n a t i o n  t o  t h e  p e r s o n ’ s  e m p l o y ­
m e n t ,  i n c l u d i n g  t h e  p e r s o n ' s  d r i v i n g  t o  a n d  f r o m  h i s  . o r  h e r  p l a c e  o f  
e m p l o y m e n t  i f  o t h e r  m e a n s  o f  t r a n s p o r t a t i o n  a r e  n o t  r e a s o n a b l y  a v a i l a b l e .  
T h e  c o u r t  s h a l l  p r o v i d e  f o r  t h e  e n d o r s e m e n t  o f  t h e  l i m i t a t i o n  o n  . t h e  
p e r s o n ’ s  l i c e n s e .  T h e  i m p o u n d i n g  o f  t h e  l i c e n s e  a n d  o r d e r i n g  t h e  p e r s o n  n o t  
t o  d r i v e  o r  t h e  o r d e r  l i m i t i n g  t h e  p e r s o n ’ s  d r i v i n g  d o e s  n o t  ■ c o n s t i t u t e  a  
s u s p e n s i o n  o f  t h e  l i c e n s e ,  b u t  a  v i o l a t i o n  o f  t h e  o r d e r  c o n s t i t u t e s  c o n t e m p t  
o f  c o u r t .  “  • .'i’i* i .
Enacted Stats 1959 ch 3; Amended Stats 1961 ch 1653 }  2; Stats 1968 ch 1192 § 15, cpositive January 1, 
1969; Stats 1979 ch 235 § 2. Amended Stats 1987 ch 726 5 10, operative July 1, 1988. • ;• v

Amendment*: . f —
1987 Amen dm tat; In addition to making technical changes, added "with a class 3 or 4 driver’s bcense” 

in the third sentence of subd (c). , . . •

Note—Stats 1987 ch 726 provides: *

SEC 11. This act shall become operative on July 1, 1988. •" ■ . •  . j -   ̂ •

Suspension of driving privileges for violation of promise to appear. Veh C § 13365. ■"

Notice of Delinquent Parking Violation will not serve as basis for issuance of warrant of arrest for 
violation of Veh C § 40508. (1988) 71 Ops Atty Gen L • j • - j -<

§  4 0 5 0 8 . 5 .  P e n a l t y  a s s e s s m e n t s ;  V i o l a t i o n  o f  p r o m i s e  t o  a p p e a r .  ...
( a )  I n  a d d i t i o n  t o  t h e  f e e s  a u t h o r i z e d  o r  r e q u i r e d  b y  a n y  o t h e r  p r o v i s i o n  o f  
l a w ,  a  c o u n t y  m a y ,  b y  r e s o l u t i o n  o f  t h e  b o a r d  o f  s u p e r v i s o r s ,  a u t h o r i z e  t h e  
c o u r t s  o f  t h a t  c o u n t y  t o  i m p o s e  a n  a s s e s s m e n t  o f  s e v e n  d o l l a r s  ( $ 7 )  u p o n  
e v e r y  p e r s o n  c o n v i c t e d  u n d e r  S e c t i o n  4 0 5 0 8 ,  w h e t h e r  o r  n o t  a  f i n e  i s  
i m p o s e d .  ' ’
( b )  T h e  c o u r t s  a u t h o r i z e d  p u r s u a n t* t o  s u b d i v i s i o n  ( a )  s h a l l  i n c r e a s e  t h e  b a i l  
s c h e d u l e  a m o u n t s  t o  r e f l e c t  t h e  a m o u n t  o f  t h e  a s s e s s m e n t  i m p o s e d  b y  t h i s  
s e c t i o n .  ...................................................................^ v . r -
( c )  I f  b a i l  i s  r e t u r n e d ,  t h e  a m o u n t  o f  t h e  a s s e s s m e n t  s h a l l  a l s o  b e  r e t u r n e d .  • •'
( d )  T h e  c l e r k  o f  t h e  c o u r t  s h a l l  d e p o s i t  t h e  a m o u n t s  c o l l e c t e d  u n d e r  t h i s  
s e c t i o n  i n  t h e  c o u n t y  t r e a s u r y .  A l l  m o n e y  s o  d e p o s i t e d  s h a l l  b e  u s e d  
e x c l u s i v e l y  f o r  t h e  d e v e l o p m e n t  a n d  o p e r a t i o n  o f  a n  a u t o m a t e d  c o u n t y  
w a r r a n t  s y s t e m .  . •• .  • .  .  .  . . . * * .
Added Stats 1986 ch 151 §2. /  = =.,

§  4 0 5 0 9 .  V i o l a t i o n  o f  p r o m i s e  t o  a p p e a r  . - —  -
( a )  W h e n e v e r  a n y  p e r s o n  h a s  f o r  a  p e r i o d  o f  1 5  o r  m o r e  d a y s  v i o l a t e d  h i s  o r  
h e r  w r i t t e n  p r o m i s e  t o  a p p e a r  o r  a  l a w f u l l y  g r a n t e d  c o n t i n u a n c e  o f  h i s  o r

(5'.ah Cental 139
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l ;

h e r  p r o m i s e  t o  a p p e a r  i n  c o u r t  o r  b e f o r e  t h e  p e r s o n  a u t h o r i z e d  t o  r e c e i v e  a  
d e p o s i t  o f  b a i l  o r  v i o l a t e d  a n  o r d e r  t o  a p p e a r  i n  c o u r t ,  t h e  m a g i s t r a t e  o r  
c l e r k  o f  t h e  c o u r t  m a y  g i v e  n o t i c e  o f  t h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  
v i o l a t i o n  o f  t h i s  c o d e ,  e x c e p t  v i o l a t i o n s  n o t  r e q u i r e d  t o  b e  r e p o r t e d  p u r s u a n t  
t o  p a r a g r a p h s  ( 1 ) ,  ( 2 ) ,  ( 3 ) , -  ( 6) ,  a n d .  ( 7 )  o f  s u b d i v i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 ,  
T h e  n o t i c e  s h a l l  b e .  g i v e n  w i t h i n  6 0  d a y s  o f  t h e  f a i l u r e  t o  a p p e a r .  W h e n e v e r  
t h e r e a f t e r  t h e  c a s e  i n  w h i c h  t h e  p r o m i s e  w a a  g i v e n  i s  a d j u d i c a t e d  o r  t h e  
p e r s o n  w h o  h a s  v i o l a t e d  t h e  c o u r t  o r d e r  a p p e a r s  i n  c o u r t  o r  o t h e r w i s e  
s a t i s f i e s  t h e  o r d e r  o f  t h e  c o u r t ,  t h e  m a g i s t r a t e  o r  c l e r k ' o f  t h e  c o u r t  h e a r i n g  
t h e  c a s e  s h a l l  s i g n  a n d  f i l e  w i t h  t h e  d e p a r t m e n t  a  c e r t i f i c a t e  t o  t h a t  e f f e c t .  " y
( b )  W h e n e v e r  a n y "  p e r s o n  h a s  f o r  a  p e r i o d  o f  1 5  o r  m o r e  d a y s  w i l l f u l l y  f a i l e d  
t o  p a y  a  l a w f u l l y  i m p o s e d  f i n e  w i t h i n  t h e  t i m e  a u t h o r i z e d  b y  t h e  c o u r t  o r  t o  
p a y  a  f i n e  p u r s u a n t  t o  s u b d i v i s i o n  ( a )  o f  S e c t i o n  4 2 0 0 3 ,  ? t h e y m a g i s t r a t e  o r  
c l e r k  o f  t h e  c o u r t  m a y  g i v e  n o t i c e  o f  t h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  
v i o l a t i o n ,  e x c e p t  v i o l a t i o n s  n o t  r e q u i r e d  t o  b e  r e p o r t e d  p u r s u a n t  t o  p a r a ­
g r a p h s  ( 1 ) ,  ( 2 ) ,  ( 3 ) ,  ( 6) ,  a n d  ( 7 )  o f  s u b d i v i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 .  W h e n e v e r  
t h e r e a f t e r  t h e  f i n e  i s  f u l l y  p a i d ,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e  c o u r t  s h a l l  
i s s u e  a n d  f i l e  w i t h  t h e  d e p a r t m e n t  a  c e r t i f i c a t e  s h o w i n g  t h a t  t h e  f i n e  h a s  
b e e n  p a i d . "  ‘  * *  > • - -

( c )  T h i s  s e c t i o n  i s  a p p l i c a b l e  t o  a n y  c o u r t  w h i c h  h a s  n o t  e l e c t e d  t o  b e  
s u b j e c t  t o  t h e  n o t i c e  r e q u r  e m e n t s  o f  s u b d i v i s i o n  ( c )  o f  S e c t i o n  4 0 5 0 9 . 5 .  . j. ;  •
( d )  A n y  v i o l a t i o n  s u b j e c t  . o  S e c t i o n  4 0 0 0 1 ,  w h i c h  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  
o w n e r  o f  t h e  v e h i c l e ,  s h a l l  n o t  b e  r e p o r t e d  u n d e r  t h i s  s e c t i o n .  •
Amended Stats 1981 ch 384 {3 , operative July I, 1982; Stats 1984 ch.'858 §2, operative July I, 1983; 
Stats 1985 ch 1008 § 4; Stats 1986 ch 953 5 14; Stats 1989 ch 126 sec 1; Stats 1990 ch 472 5 2 (SB 1826). 

Amendments: • 1 ‘ -
1981 Amendment: (1) Added "or her" wherever it appears in the first sentence of subd (s); (2) generally 
eliminated “such”; (3) substituted “within 60 days of the failure to appear", for “not less than 30 days 
nor more than 60 days after' issuance of a warrant" in the second sentence of subd (a); and (4) added the 
last paragraph.   ,
1984 Amendment: (1) Substituted “the” for “such" before “promise” in the last sentence of subd (a); (2) 
deleted the former second paragraph of subd (b) which, read: “This section shall become operative on 
Jnly 1, 1982.” ; and (3) added subd (c).
1983 Amendment (1) Amended the first sentence of subd (a) by (i) deleting “or to pay a fine pursuant to 
subdivision (a) of Section 42003” after “appear in court” ; and (b) adding •‘for any violation of this code 
which b required to be reported pursuant to Section 1803”  at the end; and 12, added “or to pay a fine 
porcuanl to subdivision (a) of Section 42003" in the first sentence of subd (b). • ••
1986 Amendment Substituted “issue" for “sign", after “court shall" in the second sentence of subd (b).
1989 Amendment (1) Substituted except violations not” for “which is" wherever it appears; (2) added 
“paragraphs (1), (2), (3), (4), (5). (6), (7), and (8) of subdivision (b) oP’ wherever it appears; and (3) 
added subd (d).
1990 Amendment Substituted “ paragraphs (1), (2), (3), (6) and (7)" for "paragraphs (1). (2), (3), (6), (7) 
and (8)” in the first sentences in anbds (a) and (b). . ;; • •. ■' V  T V

Suspension for violation: § 13363. .

Cal Jur.3d (Rev) Criminal Law 5 1678. . - . . . .

Review of Selected 1981 Legislation. 13 Pacific LJ 799.,

Review of Selected 1985 Legislation. 17 Pacific LJ 806.

§  4 0 5 0 9 . 5 .  F a i l u r e  t o  a p p e a r ;  W a r n i n g  n o t i c e ;  I s s u a n c e  o r  a r r e s t  w a r r a n t
( a )  W h e n e v e r ,  w i t h  r e s p e c t  t o  a n  o f f e n s e  d e s c r i b e d  i n  s u b d i v i s i o n  ( d ) ,  a n y  
p e r s o n  h a s  f o r  a  p e r i o d  o f  1 5  o r  m o r e  d a y s  v i o l a t e d  h i s  o r  h e r  w r i t t e n  
p r o m i s e  t o  a p p e a r  o r  a  l a w f u l l y  g r a n t e d  c o n t i n u a n c e  o f  h i s  o r  h e r  p r o m i s e  
t o  a p p e a r  i n  c o u r t  o r  b e f o r e  t h e  p e r s o n  a u t h o r i z e d  t o  r e c e i v e  a  d e p o s i t  o f  
b a i l  o r  v i o l a t e d  a n  o r d e r  t o  a p p e a r  i n  c o u r t ,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e  
1 4 0  (S V«h C od .)

V B H K
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c o d e ,
(1), (2 
b e  g i v  
c a s e  i i  
v i o l a t e  
t h e  c c  
a n d  i l l
0> ) : w
p e r s o n  
i m p o s e  
p u r s u a  
c o u r t  i 
v i o l a t i c  
( 6) ,  a n  
i s  f u l l y  
d e p a r t :
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r e  t h e  p e r s o n  a u t h o r i z e d  t o  r e c e i v e  a  
)  a p p e a r  i n  c o u r t ,  t h e  m a g i s t r a t e  o r  
t h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  
n o t  r e q u i r e d  t o  b e  r e p o r t e d  p u r s u a n t  
)  o f  s u b d i v i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 .  
s  o f  t h e  f a i l u r e  t o  a p p e a r .  W h e n e v e r  
i a e  w a s  g i v e n  i s  a d j u d i c a t e d  o r  t h e  
d e r  a p p e a r s  i n  c o u r t  o r  o t h e r w i s e  
i s t r a t e  o r  c l e r k  o f  t h e  c o u r t  h e a r i n g  
r t m e n t  a  c e r t i f i c a t e  t o  t h a t  e f f e c t .
d  o f  1 5  o r  m o r e  d a y s  w i l l f t i l l y  f a i l e d  
;  t i m e  a u t h o r i z e d  b y  t h e  c o u r t  o r  t o  
: f  S e c t i o n  4 2 0 0 3 ,  t h e  m a g i s t r a t e  o r  
h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  
I t o  b e  r e p o r t e d  p u r s u a n t  t o  p a r a -  
i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 .  W h e n e v e r  
g i s t r a t e  o r  c l e r k  o f  t h e  c o u r t  s h a l l  
r t i f i c a t e  s h o w i n g  t h a t  t h e  f i n e  h a s

o u r t  w h i c h  h a s  n o t  e l e c t e d  t o  b e  
i v i s i o n  ( c )  o f  S e c t i o n  4 0 5 0 9 . 5 .  , • •
I ,  w h i c h  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  
I u n d e r  t h i s  s e c t i o n .  •

Stats 1984 ch 858 § 2, operative July 1, 1985;
> ch 126 sec 1; Stats 1990 ch 472 § 2 (SB 1826).

s in the first sentence of subd (a); (2) generally 
failure to appear" for “not less than 30 days 

second sentence of subd (a); and (4) added the

"promise”  in the last sentence of subd (a); (2) 
read: "This section shall become operative on

a) by (a) deleting “or to pay a fine pursuant to 
and (b) adding “ for any violation of this code 
”  at the end; and 02) added “or to pay a fine 
ntencc of subd (b). •• _ v;. ;
rt shall” in the second sentence of subd (b). 
for "which is”  wherever it appears; 12) added 
division (b) of”  wherever it appears; and (3)

and (7)” for “paragraphs (1), (2), (3), (6), (7)

i ;  I s s u a n c e  o r  a r r e s t  w a r r a n t  
e s c r i b e d  i n  s u b d i v i s i o n  ( d ) ,  a n y  
a y s  v i o l a t e d  h i s  o r  h e r  w r i t t e n  
n t i n u a n c e  o f  h i s  o r  h e r  p r o m i : e  
t h o r i z e d  t o  r e c e i v e  a  d e p o s i t  o f  
,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e

(SVahCod*)
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c o u r t  m a y  g i v e  n o t i c e  o f  t h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  v i o l a t i o n  o f  i s  
c o d e ,  e x c e p t  v i o l a t i o n s  n o t  r e q u i r e d  t o  b e  r e p o r t e d  p u r s u a n t  t o  p a r a g r a p h s  
( I ) ,  P),  ( 3 ) ,  ( 6 ) ,  a n d  ( 7 )  o f  s u b d i v i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 .  T h e  n o t i c e  s h a l l  
b e  g i v e n  w i t h i n  6 0  d a y s  o f  t h e  f a i l u r e  t o  a p p e a r .  W h e n e v e r  t h e r e a f t e r  t h e  
c a s e  i n  w h i c h  t h e  p r o m i s e  w a s  g i v e n  i s  a d j u d i c a t e d  o r  t h e  p e r s o n  w h o  h a s  
v i o l a t e d  t h e  c o u r t  o r d e r  a p p e a r s  i n  c o u r t  o r  o t h e r w i s e  s a t i s f i e s  t h e  o r d e r  o f  
t h e  c o u r t ,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e  c o u r t  h e a r i n g  t h e  c a s e  s h a l l  s i g n  
a n d  f l i c  w i t h  t h e  d e p a r t m e n t  a  c e r t i f i c a t e  t o  t h a t  e f f e c t
( b )  W h e n e v e r ,  w i t h  r e s p e c t  t o  a n  o f f e n s e  d e s c r i b e d  i n  s u b d i v i s i o n  ( d ) ,  a n y  
p e r s o n  h a s  f o r  a  p e r i o d  o f  1 5  o r  m o r e  d a y s  w i l l f u l l y  f a i l e d  t o  p a y  a  l a w f u l l y ,  
i m p o s e d  f i n e  w i t h i n  t h e  t i m e  a u t h o r i z e d  b y  t h e  c o u r t  o r  t o  p a y  a  f i n e  
p u r s u a n t  t o  s u b d i v i s i o n  ( a )  o f  S e c t i o n  4 2 0 0 3 ,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e  
c o u r t  m a y  g i v e  n o t i c e  o f  t h e  f a c t  t o  t h e  d e p a r t m e n t  f o r  a n y  v i o l a t i o n ,  e x c e p t  
v i o l a t i o n s  n o t  r e q u i r e d  t o  b e  r e p o r t e d  p u r s u a n t  t o  p a r a g r a p h s  ( 1 ) ,  ( 2 ) ,  ( 3 ) , .
( 6 ) ,  a n d  ( 7 )  o f  s u b d i v i s i o n  ( b )  o f  S e c t i o n  1 8 0 3 .  W h e n e v e r  t h e r e a f t e r  t h e  f i n e  
i s  f u l l y  p a i d ,  t h e  m a g i s t r a t e  o r  c l e r k  o f  t h e  c o u r t  s h a l l  i s s u e  a n d  f i l e  w i t h  t h e  
d e p a r t m e n t  a  c e r t i f i c a t e  s h o w i n g  t h a t  t h e  f i n e  h a s  b e e n  p a i d .
( c )  T h e  c o u r t  s h a l l  m a i l  a  c o u r t e s y  w a r n i n g  n o t i c e  t o  t h e  d e f e n d a n t  b y  f i r s t -  
c l a s s  m a i l  a t  t h e  a d d r e s s  s h o w n  o n  t h e  n o t i c e  t o  a p p e a r ,  a t  l e a s t  10 d a y s  
b e f o r e  s e n d i n g  a  n o t i c e  t o  t h e  d e p a r t m e n t  u n d e r  t h i s  s e c t i o n .
( d )  I f  t h e  c o u r t  n o t i f i e s  t h e  d e p a r t m e n t  o f  a  f a i l u r e  t o  a p p e a r  o r  p a y  a  f i n e  
p u r s u a n t  t o  t h i s  s e c t i o n ,  n o  a r r e s t  w a r r a n t  s h a l l  b e  i s s u e d  f o r  a n  a l l e g e d  
v i o l a t i o n  o f  s u b d i v i s i o n  ( a )  o r  ( b )  o f  S e c t i o n  4 0 5 0 8  o r  o f  a  c o u r t  o r d e r  i s s u e d  
p u r s u a n t  t o  s u b d i v i s i o n  ( a )  o f  S e c t i o n  4 2 0 0 3 ,  u n l e s s  o n e  o f  t h e  f o l l o w i n g  
c r i t e r i a  i s  m e t :  ' '  . . . .
( 1 )  T h e  a l l e g e d  u n d e r l y i n g  o f f e n s e  i s  a  m i s d e m e a n o r  o r  f e l o n y .
( 2 )  T h e  a l l e g e d  u n d e r l y i n g  o f f e n s e  i s  a  v i o l a t i o n  o f  a n y  p r o v i s i o n  o f  D i v i s i o n  
1 2  ( c o m m e n c i n g  w i t h  S e c t i o n  2 4 0 0 0 ) ,  D i v i s i o n  1 3  ( c o m m e n c i n g  w i t h  S e c ­
t i o n  2 9 0 0 0 ) ,  o r  D i v i s i o n  1 5  ( c o m m e n c i n g  w i t h  S e c t i o n  3 5 0 0 0 ) ,  r e q u i r e d  t o  
b e  r e p o r t e d  p u r s u a n t  t o  S e c t i o n  1 8 0 3 .  .
( 3 )  T h e  d r i v e r ’ s  r e c o r d . d o e s  n o t  s h o w  t h a t  t h e  d e f e n d a n t  h a s  a  v a l i d  
C a l i f o r n i a  d r i v e r ’ s  l i c e n s e .  ~
( 4 )  T h e  d r i v e r ’ s  r e c o r d  s h o w s  a n  u n r e s o l v e d  c h a r g e  t h a t  t h e  d e f e n d a n t  i s  i n
v i o l a t i o n  o f  h i s  o r  h e r  w r i t t e n  p r o m i s e  t o  a p p e a r  f o r  o n e  o r  m o r e  o t h e r ,
a l l e g e d  v i o l a t i o n s  o f  t h e  l a w .  ..........................
( e )  T h i s  s e c t i o n  i s . a p p l i c a b l e  t o  c o u r t s  w h i c h  h a v e  e l e c t e d  t o  p r o v i d e  n o t i c e  
p u r s u a n t  t o  s u b d i v i s i o n  ( c ) .  T h e  m e t h o d  o f  c o m m e n c i n g  o r  t e r m i n a t i n g  a n  
e l e c t i o n  t o  p r o c e e d  u n d e r  t h i s  s e c t i o n  s h a l l  b e  p r e s c r i b e d  b y  t h e  d e p a r t m e n t  
( 0  A n y  v i o l a t i o n  s u b j e c t  t o  S e c t i o n  4 0 0 0 1 ,  w h i c h  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  
o w n e r  o f  t h e  v e h i c l e ,  s h a l l  n o t .  b e  r e p o r t e d  u n d e r  t h i s  s e c t i o n .
Added Stata 1984 ch 858 $ 3, operative July I, 1985. /  mended Stats 1985 ch 1008 § 5; Stats 1939 ch 126

sec 2; Stats 1990 ch 472 §3 (SB 1826). ' !

Amendments: ** f**— '' ''
1983 Amendment (1) Amended the first sentence of subd (a) by (*) deleting “or to pay a fine pursuant to 
subdivision (a) of Section 42003" after “appear in court"; and (b) adding “ for any violation of this code 
which is required to be reported pursuant to Section 1803" at the end; and (2) added ", required to be 
reported pursuant to Section 1803" at the end of subd (c)(2).
1989 Amendment (1) Substituted ", except violations not" for “which is" near the end of the first 
sentence of subd (a); (2) added "paragraphs (1), (2), (3), (4), (5), (6), (7), and (8) o f subdivision (b) o f  in 
subd (a); and (3) added subd (c).
1990 Amendment (1) Amended the first sentence in subd (a) by substituting (a) "subdivision (d)" for 
"subdivision (c)”  after “offense described in"; and (b) “paragraphs (1), (2), (3), (6) and (7)" for 
"paragraphs (1), (2), (3), (6), (7) and (8)”; GO added subd (b); (3) redesignated former subds (b)-(e) to be
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* W  *wru" w w i  w  fuaewled tbs Introductory clattw of i u M  (d) by (a) adding “or pay a flat*4 afar "ftOim 
appaar") and <W aubttltnting “tubdivUioa (a) or (b)" for “aubdi virion (a)*} (5) restituted "driv<r’£rt, 
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AV. .•'IT§  4 0 5 1 0 . D e p o s i t  0 1  b a l l
( e )  P r i o r  t o  t h e  d a t e  u p o n  w h i c h  a  d e f e n d a n t  p r o m i s e d  t o  a p p e a r ,  o r  p r i o r  
t o  t h e  t i m e  t o  a p p e a r  c o n t a i n e d  o n  a  n o t i c e  o f  f i l i n g  o f  a  c o m p l a i n t  o n  e . 
n o t i c e  o f  d e l i n q u e n t  p a r k i n g  v i o l a t i o n  p u r s u a n t  t o  s u b d i v i s i o n  ( a )  o f  S e c t i o n  ' 
4 0 2 1 5  o r ' o n  a  p r o c e s s  i s s u e d  a f t e r  f i l i n g  w i t h  t h e  c o u r t  u n d e r  S e c t i o n ' 4 0 2 3 0 , '  
o r ' p r i o r  t o  t h e  e x p i r a t i o n  o f  a n y  - l a w f u l  c o n t i n u a n c e  o f  t h a t :  d a t e ,  o r " u p o n  1 
r e c e i p t  o f  ' i n f o r m a t i b n  ‘ t h a t  a n '  a c t i o n  h a s  ' b e e n ' f i l e d  ' ' a n d  ’ ’ p r i o r - t o  j  t h e '  
s c h e d u l e d  ' c o u r t  d a t e , " t h e  ' d e f e n d a n t  ' m a y ' d e p b s i t ^ ' a f t  o r ’ a ' p .  . k i n g ' p e n a l t y '  
w i t h  t h e  m a g i s t r a t e  o r  t h e  p e r s o n  a u t h o r i z e d  t o  r e c e i v e  a  d e p o s i t  o f  b a i l  b r  
p a r k i n g  p e n a l t i e s .  i , ; * '■ / • v : * { t'5-: i ^  -  v : 1! '
( b )  F o r  a n y  o f f e n s e  w h i c h  i s  h o t  d e c l a r e d  t o  b e  a  f e l o n y ,  a  d e p o s i t  o f  b a i l  o r ;  
a  p a r k i n g  p e n a l t y  m a y  b e  b y  a  p e r s o n a l  c h e c k  m e e t i n g  t h e  c r i t e r i a  e s t a b - '  
l i s h e d  i n  a c c o r d a n c e  w i t h  s u b d i v i s i o n  ( c ) . 1 '  ;  * • '7 1 ;v . . . . . .  , - ?. <, • • •*.* »4rir  ► • r p.-
( c )  E a c h  c o u r t ,  s h e r i f f ,  o r  o t h e r  a g e n c y  w h i c h  r e g u l a r l y  a c c e p t s  d e p o s i t s  o f  
b a i l  o r  p a r k i n g  p e n a l t i e s ,  s h a l l  a d o p t  a  w r i t t e n  p o l i c y  g o v e r n i n g  t h e  a c c e p t ;  
t a n c e  o f  p e r s o n a l  c h e c k s  i n  p a y m e n t  o f  b a i l  o r  p a r k i n g  p e n a l t y  d e p o s i t s .  T h e ’ 
p o l i c y  s h a l l  p e r m i t  c l e r k s  a n d  o t h e r  a p p r o p r i a t e  o f f i c e r s  t o  a c c e p t  p e r s o n a l  
c h e c k s  u n d e r  c o n d i t i o n s  w h i c h  t e n d  t o  a s s u r e  t h e  v a l i d i t y  o f  t h e  c h e c k s .
( d )  T h e  w r i t t e n  p o l i c y  g o v e r n i n g  t h e  a c c e p t a n c e  o f  p e r s o n a l  c h e c k s  a d o p t e d  
p u r s u a n t  t o  s u b d i v i s i o n  ( c )  s h a l l  p r o v i d e  t h a t  t h e  p a y e e  o f  t h e  d e p o s i t  m a d e  
b y  p e r s o n a l  c h e c K  s h a l l  b e  t h e  a g e n c y  a c c e p t i n g  t h e  d e p o s i t .  ;  • . ;
Amended Stats 1981 ch 775 § 3; Stats 1984 ch 481 5 4; Stats 1986 ch 939 5 18. .* ' ' '  , '  ' _ V

Amendment*: ............... •**. ‘ • . ' " ' * ........................................... ' '•

1981 Amendment: Amended subd (a) by (1) substituting “a ''jendant" for “ be”; CO adding the commas ' 
after “promised to appear” and after “ that date”; (3) adding “time to appear contained on a notice of a.) 
parking violation, or prior to the” ; and (4) substituting “that”  for “such".after “continuance of.’.r.C lii j O

1984 Amendment: Added subd (d).  *-.* •-«■» r ' i - - V  ' V*
1986 Amendment (1) Added all references to parking penalty or parking penalties; (2) amended subd (a) 
by (a) substituting “filing of a complaint on' a notice cf delinquent parking violation pursuant to ' 
subdivision (a) of Section 40213 or on a process issued after filing with the court under Section 40230” ' 
for "a parking violation"; and Ob) deleting the comma after.^hasbcen filed”; and (3) substituted J V ' for', 
"such" after “be a felony,” in subd (b). ^

Payment of fee, fine, or bail depodt by check: CRC Rnk 805. ’~c.~ —  >■
Cal Jur 3d (Rev) Criminal Law § 1 6 7 9 . .  ..-.-.I n ~--r

y r . y f l C C i i  .X.! t j ‘4 l i . :
:r.,i v i t i r . i i . i A  i  :<•! v i u i  : . - : c - v : o  4§  4 0 5 1 2 .  F o r f e i t u r e  o f  b a i l  '  ^

( a )  I f  a t  t h e  t i m e  w h e n  t h e  c a s e  i s  c a l l e d  f o r  a r r a i g n m e n t ”  b e f o r e  t h e  
m a g i s t r a t e  t h e  d e f e n d a n t  d o e s  n o t  a p p e a r ,  e i t h e r  i n  p e r s o n  o r  b y  c o u n s e l ,  t h e  
m a g i s t r a t e  m a y  d e c l a r e  t h e  b a i l  f o r f e i t e d  a n d  m a y  i n  h i s  o r .  h e r  d i s c r e t i o n  
o r d e r  t h a t  n o  f u r t h e r  p r o c e e d i n g s  b e  h a d  i n  t h e  c a s e ,  u n l e s s  t h e  d e f e n d a n t  
h a s  b e e n  c h a r g e d  w i t h  v i o l a t i o n  o f  S e c t i o n  2 3 1 1 1  o r  2 3 1 1 2 , '  o r  s u b d i v i s i o n  
( a )  o f  S e c t i o n  2 3 1 1 3 ,  a n d  h e  o r  s h e  h a s  b e e n  p r e v i o u s l y  c o n v i c t e d  o f  t h e  
s a m e  o f f e n s e ,  e x c e p t  i n  c a s e s  w h e r e  t h e  m a g i s t r a t e  f i n d s  t h a t  u n d u e  h a r d s h i p ^  
w i l l  b e  i m p o s e d  u p o n  t h e  d e f e n d a n t  b y  r e q u i r i n g  h i m  o r  h e r  t o  a p p e a r ,  t h e  
m a g i s t r a t e  m a y  d e c l a r e  t h e  b a i l  f o r f e i t e d  a n d  o r d e r  t h a t  n o  f u r t h e r  p r o c e e d ­
i n g s  s h a l l  b e  h a d  i n  t h e  c a s e .  .
142 (SVahCod*] ■
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809.140 OREGON VEHICLE CODE

judgment and parties sufficiently for identifi­
cation if:

(a) The judgment is settled in the manner 
required under ORS 809.470; and

(b) The judgment debtor or the judgment 
debtor's attorney makes a written request for 
forwarding to the division a certificate sta t­
ing the judgment has been settled as de­
scribed in ORS 809.470.

(3) The notice made to the division under 
this section sha ll be given by the clerk of the 
court or, i f  the court has no clerk, by the 
judge. [1983 c.338 §391; 1985 c.16 §208]

809.140 A dm in is tra t iv e  re v iew  o f sus-Sension, re vo ca tio n  o r cance lla tion . (1)
nless otherwise specifically provided by 

law, a person whose vehicle registration or 
driving privileges are suspended, revoked or 
canceled by tne division on the basis of a 
conviction is  entitled to adm inistrative re­
view of the action rather than to a formal 
hearing by the division.

(2) Actions by the division based on 
something other than a conviction may be 
subject to adm in istrative review rather than 
a formal hearing i f  specifically provided by 
law. [1991 c.702 §2]

D R IV IN G  PR IV ILEG ES
(Court-ordered o r Recommended)

809.200 [1983 c.338 §389; repealed by 1987 c.730 §23)

809.210 Suspension o r re s tr ic t io n  of 
d r iv in g  p r iv ile g e s fo r fa ilu re  to pay fine 
or obey co u r t o rder; exceptions. (1) A
court may do any of the following i f  the de­
fendant is convicted of any traffic offense 
and fails or refuses to pay a fine imposed by 
the judge or to comply w ith  any condition 
upon which payment of the fine or any part 
of it was suspended:

(a) Issue notice to the Motor Vehicles 
Division to implement procedures uncier ORS
809.290.

(b) Order a defendant's driving privileges 
restricted.

(2) The authority granted in th is section 
is in addition to or instead of any other 
method authorized by law for enforcing a 
court order.

(3) I f  a court places restrictions on driv­
ing privileges under th is section:

(a) The judge shall immediately advise 
the division of tne restrictions in writing.

(b) Upon removal of such restriction, the 
court sha ll notify the division in w riting that 
the restriction is  ended.

(c) The restriction sha ll remain in effect 
un til ended by the court.

(d) The division sha ll take action as pro­
vided under ORS 807.120 on restrictions im­
posed under this section.

(e) The restrictions may include any re­
striction, condition or requirement.

(f) V iolation of the restriction is 
punishable as provided under ORS 807.010.

(4) I f  a judge issues notice to implement 
procedures under ORS 809.290 as provided 
under th is section:

(a) The judge sha ll immediately send to 
the division notice upon payment of the fine 
as ordered.

(b) The division sha ll take action on the 
suspension as provided under ORS 809.290.

(5) A court sha ll not issue notice under 
th is section to implement procedures under 
ORS 809.290 for failure to pay a fine re lating 
to any parking offense, pedestrian offense or 
bicycling offense. [1983 c.338 §387; 1985 a 16 §203; 
1985 c.669 §13; 1991 c.702 §5]

809.220 F a ilu re  to appear; suspension  
o r o the r p rocedures. In is  section estab­
lishes procedures that are applicable i f  a 
person fa ils to comply with ORS 153.540. A ll 
of the following apply to this section:

(1) I f  a defendant fails to comply w ith 
ORS 153.540, a court:

(a) Shall issue notice to the division to 
suspend for failure to appear i f  the defendant 
has not complied w ith ORS 153.540 (1). I f  a 
court issues notice under th is paragraph, the 
division sha ll suspend the driving privileges 
of the person as provided under ORS 809.280.

(b) Shall issue notice to the Motor Vehi­
cles D ivision to implement procedures under 
ORS 809.290 if  the defendant has not com­
plied w ith ORS 153.540 (2). I f  a court issues 
notice under th is paragraph, the division 
sha ll implement procedures under ORS
809.290.

(2) In  any notice to the division under 
th is section, a court sha ll certify that the 
defendant failed to comply with ORS 153.540.

(3) Subject to subsection (4) of th is sec­
tion, at any time w ith in five years from the 
date of a notice to suspend for failure to ap­
pear given to the division under th is section, 
a court sha ll give a second notice to the d i­
vision to term inate a suspension resu lting 
from the original notice i f  any of the follow­
ing occur:

(a) The bail or fine set by the court is 
paid.

(b) The court finds the defendant not 
gu ilty or orders a dism issal of the case.

(c) The court determines that the sus­
pension for fa ilure to pay or appear should 
be term inated for good cause.
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SUSPENSION AND REVOCATION 809.260

(4) I f  a court takes any action under this 
section, the court sha ll not issue a notice 
term inating the action un til the person pays 
the court or the cierk of the court a $15 
reinstatement fee. A ll fees paid under this 
subsection sha ll be disposed of as provided in 
ORS 153.630 (1) for the disposition of costs.

(5) Notifications by a court to the d iv i­
sion under th is section sha ll be in a form 
prescribed by the division.

(6) A court sha ll not notify the division 
under th is section for failure to appear on 
any parking, pedestrian or bicyclist offense. 
(1983 c.338 §393; 1985 c.16 §209; 1985 c.669 §15; 19S9 c.161 
§1; 1991 c.702 §6)

809.230 C ourt suspension o r revo ca ­
tion  o f non re s iden t d r iv in g  p r iv ile g e s . A 
court may suspend or revoke the driving 
privileges to operate a motor vehicle in  th is 
state of any nonresident for any cause for 
which the driv ing privileges of a resident of 
this state may be suspended or revoked. [1983c.338 §394]

809.240 Court im position o f suspension  
o r revoca tion ; ta k in g  possession o f l i ­
cense o r perm it; tem porary perm it. (1) I f
a person is convicted of an offense that w ill 
resu lt in mandatory suspension or revocation 
under ORS 809.410, 813.400 or 813.403, the 
tria l judge shall:

(a) Impose the revocation or suspension 
at the tim e of conviction for the required 
period; and

(b) Comply w ith the requirements under 
ORS 809.250 to take possession of the license 
or driver permit of the person.

(2) When necessary to give fu ll effect to 
th is section, a court shall issue a temporary 
driver permit under ORS 807.320. [1983 c.338 
§395; 198o c.16 §210; 1991 c.185 §5]

809.250 Court to take possession o f l i ­
cense o r perm it; e ffec tive  date o f su sp en ­
sion o r re vo ca tion . (1) A court sha ll take 
immediate possession of any license or driver 
permit he ld by a defendant that is issued by 
any ju risd ic tion  i f  the court imposes a sus­
pension under ORS 809.120, 809.240 or
809.270.

(2) Upon taking possession of a license 
or perm it under t li is  section, a court sha ll 
immediately forward to the division the li­
cense or perm it and a copy of the suspension 
or revocation order.

(3) A suspension or revocation of driv ing 
privileges becomes effective on the date a 
court takes possession of a license or permit 
under th is section or orders the suspension 
or revocation. (1983 c.338 §396; 1985 c.669 §14; 1987 
c.730 §14]

809.260 D en ia l o f d r iv in g  p r iv ile g e s for 
conv ic ted  ju v e n ile . (1) Whenever a person
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who is 17 years of age or younger, but not 
younger than 13 years of age, is convicted of 
any offense described in this subsection or 
determined by a iuvenile court to have com­
m itted one of the described offenses, the 
court in which the person is convicted shall 
prepare and send to the Motor Vehicles Di­
vision, within 24 hours of the conviction or 
determination, an order of denial of driving 
privileges for the person so convicted. This 
section applies to any crime, violation, in­
fraction or other offense involving the pos­
session, use or abuse of alcohol or controlled 
substances.

(2) I f  a court has issued an order of de­
n ia l of driving privileges under th is section, 
the court, upon petition of the person, may 
review the order and may withdraw the or­
der at any time the court deems appropriate 
except as provided in the following:

(a) A court may not w ithdraw an order 
for a period of 90 days following the issuance 
of the order i f  it  is the first such order issued 
w ith respect to the person.

(b) A court may not withdraw an order 
for a period of one year following the issu­
ance of the order i f  it is the second or sub­
sequent such order issued w ith respect to the 
person.

(3) Upon receipt of an order under this 
section the Motor Vehicles Division shall 
take action as directed under ORS 809.280. 
[1985 c.16 §206]

Note: The amendments to 809.260 by section 3, 
chapter 835, Oregon Laws 1991, take effect October 1, 
1992. See section 9, chapter 835, Oregon Laws 1991. The 
text in effect on and after October 1, 1992, is set forth 
for the user's convenience.

809.260. (1) Whenever a person who is 17 years of 
age or younger, but not younger than 13 years of age, 
is convicted of any offense described in this subsection 
or determined by a juvenile court to have committed 
one of the described offenses, the court m which the 
person is convicted ahall prepare and send to the Motor 
Vehicles Division, within 24 hours of the conviction or 
determination, an o.Jer of denial of driving privileges 
for the person so convicted. This section applies to any 
crime, violation, infraction or other offense involving 
the delivery, manufacture or possession of controlled 
substances or the possession, use or abuse of alcohol.

(2) I f  a court has issued an order of denial of 
driving privileges under thi3 section, the court, upon 
petition of the person, may review the order and may 
withdraw the order at any time the court deems appro­
priate except as provided in the following:

(a) A  court may not withdraw an order for a period 
of 90 days following the issuance of the order if  it  i3 the 
first such order issued with respect to the person.

(b) A court may not withdraw an order for a period 
of one year following the issuance of the order if  it is 
the second or subsequent Buch order issued with respect 
to the person.

(c) Notwithstanding paragraph (a) of this sub­
section, a court may not withdraw an order for a period 
of six months i f  the order is based on a determination 
or conviction involving controlled substances.
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Title 46 RCW : M otor Vehicles

received from local agencies by the department one hundred 
twenty days or more befote the date the vehicle license 
expires and that are placed on the records of the department. 
Notice of such violations received by the department later 
than one hundred twenty days before that date that are not 
satisfied shall be considered by the department in connection 
with any applications for license renewal in any subsequent 
license year. The renewal application may be processed by 
the department or its agents only if the applicant:

(a) Presents a preprinted renewal application showing no 
listed standing, stopping, and parking violations, or in the 
absence of such presentation, the agent verifies the informa­
tion that would be contained on the preprinted renewal 
application; or

(b) If listed standing, stopping, and parking violations 
exist, presents proof of payment and pays a fifteen dollar 
surcharge.

(2) The surcharge shall be allocated as follows:
(a) Ten dollars shall be deposited in the motor vehicle 

fund to be used exclusively for the administrative costs of 
the department of licensing; and

(b) Five dollars shall be retained by the agent handling 
the renewal application to be used by the agent for the 
administration of this section.

(3) If  there is a change in the registered owner of the 
vehicle, the departm ent shall forward the inform ation 
regarding the change to the local charging jurisdiction and 
re lease any hold on the renewal o f  the vehicle license 
resulting from parkir.g violations incurred while the certifi­
cate of license registration was in a previous registered 
owner’s name.

(4) The department shall send to all registered owners 
o f vehicles who have been reported to have outstanding 
listed parking violations, at the time of renewal, a statement 
setting out the dates and jurisdictions in which the violations 
occurred as well as die amounts of unpaid fines and penal­
ties relating to them and the surcharge to be collected. 
[1990 2nd ex.s. c 1 § 401; 1984 c 224 § 1.)

Severability— 1990 2nd ex.s. c 1: See note following RCW 
82.14.300.

Severability— 1984 c 224: "If any provision of this act or its 
applicadon to any person or circumstance is held invalid, die remainder of 
the act or the application of the provision to other persons or circumstances 
is not affected." [1984 c 224 § 5.)

Effective date— 1984 c 224: "This act shall take effect on July 1, 
1984.” [1984 c 224 5 6.)

is any error in the application it may be returned to the 
county auditor or o ther agent to effectively secure the 
correction of such error, who shall return the same corrected 
to the director.

(2) Application for the renewal of a vehicle license shall 
be made to the d irector Oi his agents, including county 
auditors, by the registered owner on a form prescribed by the 
director. The application must be accompanied by the 
certificate of registration for the last registration period in 
which the vehicle was registered in Washington unless the 
applicant subm its a preprinted application mailed from 
Olympia, and the payment of such license fees and excise 
tax as may be required by law. Such application shall be 
handled in the same manner and the fees transmitted to the 
state treasurer in the same manner as in the case of an 
original application. Any such application which upon 
validation becomes a renewal certificate need not have 
entered upon it die name of the lien holder, if any, of the 
vehicle concerned.

(3) Persons expecting to be out of the state during the 
normal forty-five day renewal period of a vehicle license 
may secure renewal of such vehicle license for a period of 
thirty days prior thereto and have license plates or tabs 
preissued by making application to the director or his agents 
upon forms prescribed by the director. The application must 
be accompanied by the certificate of registration for the last 
registration period in which the vehicle was registered in 
W ashington and be accom panied by such license fees, 
including a special handling fee of two dollars; one dollar to 
be retained by the issuing agency, and one dollar to be 
deposited in the highway safety fund, and excise tax as may 
be required by law.

(4) Application for the annual renewal o f a vehicle 
license number plate to the director or his agents shall not be 
required for those vehicles owned, rented, or leased by lhe 
state of Washington, or by any county, city, town, school 
district, or other political subdivision of the state of Wash­
ington. [1977 c 8 § 1. Prior: 1975 1st ex.s. c 169 § 6; 
1975 1st ex.s. c 118 § 8; 1969 ex.s. c 75 § 1; 1961 c 12 § 
46.16.210; prior: 1957 c 273 § 5; 1955 c 89 § 2; 1953 c 
252 § 3; 1947 c 164 § 11; 1937 c 188 § 34; Rem. Supp. 
1947 § 6312-34.]

Effective aate— Severability— 1975 1st ex.s. c 113: See notes 
following RCW 46.16.006.

46.16.212 Notice of liability insurance requirem ent
The department of licensing shall notify the public of the 
requirements of RCW 46.30.020 through 46.30.040 at the 
time of new vehicle registration and when the department 
sends a registration renewal notice. [1989 c 353 § 10.]

Severability— Effective date— 1989 c 353: See RCW 46.30.900 and 
46.30.901.

46.16.220 Time of renewal o f licenses— Duration. 
Vehicle licenses and vehicle license number plates may be 
renewed for the subsequent registration year on and after the 
forty-fifth day prior to the ei ’ of the current registration 
year and must be used and displayed from the date of issue 
or from the day of the expiration of the preceding registra­
tion year, whichever date is later. [1991 c 339 § 20; 1975 
1st ex .s. c 118 § 9; 1969 ex.s. c 170 § 9; 1961 c 12 § 
46.16.220. Prior: 1957 c 261 § 8; 1955 c 89 § 1; 1953 c 
252 § 4; 1947 c 164 § 12; 1937 c 188 § 35; Rem. Supp. 
1947 § 6312-35; 1921 c 96 § 7, part; RRS § 6318, pan; 
1921 c 6 § 1. pan; 1916 c 142 § 7, part.]

Effective date— Severability— 1975 1st ex.s. c 118: See notes 
following RCW 46.16.006.

46.16.216 P a y m e n t  o f  p a r k i n g  f in e s  r e q u i r e d  f o r  
renewal. (1) To renew a vehicle license, an applicant shall 
satisfy all listed standing, stopping, and parking violations 
for the vehicle incurred while the vehicle was registered in 
the app lican t’s name and forw arded to the departm ent 
pursuant to RCW 46.20.270(3). For the purposes of this 
section, "listed” standing, stopping, and parking violations 
include only those violations for which notice has been



T id e  4 6  R C W : M o to r  V eh ic le s 4 6 .2 0 .0 2 1

(6) Any person licensed as a driver under this chapter 
^iuay exercise the privilege thereby granted upon all streets 
' siA  highways in this state and shall not be required to obtain 
**ny other license to exercise such privilege by any county, 

municipal or local board, or body having authority to adopt 
local police regulations. [1991 c 2 9 j § 3; 1991 c 73 § 1; 
1990 c 250 § 33; 1988 c 88 § 1; 1985 c 302 § 2; 1979 ex.s. 
c 136 § 53; 1965 ex.s. c 121 § 2.]
Suits of court: Bail in criminal traffic offense casec—Mandatory appear­

ance—CrRU 3.2.
Reviser's note: (1) This section was amended by 1991 c 73 § 1 and 

by 1991 c 293 § 3. e3ch without reference to the other. Both amendments 
ire incorporated in the publication of this section pursuant to RCW 
1.12.025(2). For rule of construction, see RCW 1.12.025(1).

(2) Throughout chapter 4620 RCW the phrases "this 1965 amendatory 
ict" and "this act" have been changed to "this chapter." The 1965 
amcodaiorv act (1965 ex.s. c 121) consisted of RCW 46.20.021 through 
4620.055. 4620.091, 4620.161 through 4620.181. 4620.205. 46.20207. 
4620215. 46.20.285, 4620.291, 46.20.305 through 4620.315. 4620.322 
through <620.336, 4620.342 through 46.20.344, 46.20.900, 46.20.910, and 
46.61.025, the 1965 amendments to RCW 4620.102 through 46.20.106, 
46.20.120 through 46.20.140, 46.20.190, 46.20.200, 46.20.270, and 
4620340 and 1965 ex.s. c 121 § 1, footnoted after RCW 46.20.021.

Severability— 1990 c 250: See note following RCW 46.16.301.

Effective date—Severability— 1979 ocs. c 136: See notes following 
RCW 46.63.010.

Purpose— Construction— 1965 ex.s. c 121: "With the advent of 
greatly increased interstate vehicular travel and the migration of motorists 
between the slates, the legislature recognizes the necessity of enacting driver 
licensing laws which are reasonably uniform with the laws of other states 
and are at the same time based upon sound, realistic principles, stated in 
clear explicit language. To achieve these ends the legislature does hereby 
adopt this 1965 amendatory act relating to driver licensing modeled after the 
Uniform Vehicle Code subject to such variances as arc deemed better suited 
to the people of this state. It is intended that this 1965 amendatory act be 
liberally construed to effectuate the purpose of improving the safety of our 
highways through driver licensing procedures within the framework of the 
traditional freedoms to wliich every motorist is entitled." [1965 ex.s. c 121 
§ 1.) For application of this section see reviser's note above.

Impoundment of vehicle for driver's license violations—Release, when—
Court hearing: RCW 46.20.435.

License plates and registration, confiscation and marking: RCW 46.16.710.

46.20.022 U n licen sed  d r iv e r s — S u b je c t to  a ll 
provisions of Title 46 RCW . Any person who operates a 
motor vehicle on the public highways of this state without a 
driver’s license or nonresident privilege to drive shall be 
subject to all of the provisions of Title 46 RCW to the same 
extent as a person who is licensed. [1975-’76 2nd ex.s. c 29 
§ 1.]
Allowing unauthorized person to drive: RCW 46.16.011, 46.20.344.

46.20.025 Persons exem pt from licensing require­
m ent. The following persons are exempt from license 
hereunder

(1) Any person in the service of the army, navy, air 
force, marine corps, or coast guard of the United States, or 
in the service of the national guard of this state or any other 
stale, when furnished with a driver’s license by such service 
when operating an official motor vehicle in such service;

(2) A norresident who is at least sixteen years of age 
and who has in his immediate possession a valid driver’s 
license issued to him in his home state;

(3) A nonresident who is at least sixteen years of age 
and who has in his immediate possession a valid driver’s 
license issued to him in his home country may operate a

E

motor vehicle in this state for a period not to exceed one 
year;

(4) Any person operating special highway construction 
equipment as defined in RCW 46.16.010;

(5) Any person while driving or operating any farm 
tractor or implement of husbandry which is only incidentally 
operated or moved over a highway;

(6) Any p-.rson while operating a locomotive upon rails, 
including operation on a railroad crossing over a public 
highw ay; and such person is not required  to d isplay  a 
driver’s license to any law enforcement officer in connection 
with the operation of a locomotive or train within this state. 
[1979 c 75 § 1; 1965 ex.s. c 121 § 3.]

46.20.027 Licenses of persons serv ing  in  arm ed  
forces to rem ain  in force— Duration. A Washington state 
motor vehicle driver’s license issued to any person serving 
in the armed forces of the United States, if valid and in force 
and effect while such person is serving in the armed forces, 
shall remain in. full force and effect so long as such service 
continues unless the same is sooner suspended, canceled, or 
revoked for cause as provided by law and for not to exceed 
ninety days following the date on which the holder of such 
driver’s license is honorably separated from service in the 
armed forces of the United States. [1967 c 129 § 1.]

46.20.031 Persons ineligible to be licensed. The
department shall not issue a driver’s license hereunder

(1) To any person who is under the age of sixteen years;
(2) To any person whose license has been suspended 

during such suspension, nor to any person whose license has 
been revoked, except as piuvided in RCW 46.20.311;

(3) To any person when the departm en t has been 
notified by a court that such person has violated his written 
prom ise to appear in court, unless the departm ent has 
received a certificate from the court in which such person 
promised to Lppear, showing that the case has been adjudi­
cated. The deposit o f bail by a person charged with a 
violation o f any law regulating the operation o f motor 
vehicles on highways shall be deemed an appearance in 
court for the purpose of this section;

(4) To any person who has been evaluated by a program 
approved by the department of social and health services as 
being an alcoholic, drug addict, alcohol abuser and/or drug 
abuser: PROVIDED, That a license may be issued if the 
department determines that such person has been granted a 
deferred prosecution, pursuant to chapter 10.05 RCW, or is 
satisfactorily participating in or has successfully completed 
an alcohol or drug abuse treatment program approved by the 
department of social and health services and has established 
control of his or her alcohol and/or drag abuse problem;

(5) To any person who has previously been adjudged to 
be mentally ill or insane, or to be incompetent due to any 
mental disability or disease, and who has not at the time of 
application been restored to competency by the methods 
provided by law: PROVIDED, HOWEVER, That no person 
so adjudged shall be denied a license for such cause if the 
superior court should find him able to operate a m otor 
vehicle with safety upon the highways during such incompe­
tency;

(1992 Ed.) [Title 46 RCW—pnge 63]
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(6) To any person who is required by this chapter to 
take an examination, unless such person shall have success­
fully passed such examination;

(7) To anv person who is required under the laws of this 
state to deposit proof of financial responsibility and who has 
not deposited such proof;

(8) To any person when the department has good and 
substantial evidence to reasonably conclude that such person 
by reason of physical or mental disability would not be able 
to operate a motor vehicle with safety upon the highways; 
subject to review by a court of competent jurisdiction. [1985 
c 101 § 1; 1977 ex.s. c 162 § 1; 1965 ex.s. c 121 § 4.] 
Allowing unauthorized person to drive: RCW 46.16.011. 46.20.344. 
Juvenile driving privileges, alcohol or drug violations: RCW 66.44.365,

69.50.420.

46.20.041 Physically or mentally disabled person:— 
Procedure— Restrictions— Violations— Penalty. (1) The 
departm ent shall permit any person suffering from any 
physical or mental disability or disease which may affect that 
person’s ability to drive a motor vehicle, to demonstrate 
personally that notwithstanding such disability or disease he 
or she is a proper person to drive a m otor vehicle. The 
department may in addition require such person to obtain a 
certificate showing his or her condition signed by a licensed 
physician  or o ther proper au thority  designated  by the 
department. The certificate shall be for the confidential use 
of the director and the chief of the Washington state patrol 
and for such other cognizant public officials as may be 
designated by law. It shall be exempt from public inspection 
and copying notwithstanding the provisions of chapter 42.17 
RCW. The certificate may not be offered as evidence in any 
court except when appeal is taken from the order of the 
director suspending, revoki '^,, canceling, or refusing a 
vehicle driver’s license. However, the certificate may be 
made available to the director of the department of retire­
ment system s for use in determ ining  e lig ib ility  for or 
continuance of disability benefits and it may be offered and 
admitted as evidence in any administrative proceeding or 
court action concerning such disability benefits.

(2) The department may issue a driver’s license to such 
a person imposing restrictions suitable to the licensee’s 
driving ability with respect to the special mechanical control 
devices required on a motor vehicle or the type of motor 
vehicle w hich the licensee may operate  or such other 
restrictions applicable to the licensee as the department may 
determine to be appropriate to assure the safe operation of a 
mp’j f  vehicle by the licensee.

(3) The department may either issue a special restricted 
license or may set forth such restrictions upon the usual 
license form.

(4) The department may upon receiving satisfactory 
evidence of any violation of the restrictions of such license 
suspend or revoke the same but the licensee shall be entitled 
to a driver improvement interview and a hearing as upon a 
suspension or revocation under this chapter.

(5) It is a traffic infraction for any person to operate a 
motor vehicle in any manner in violation of the restrictions 
imposed in a restricted license issm to him or her. [1986 
c 176 § I; 1979 ex.s. c 136 § 54; 1979 c 61 § 2; 1965 ex.s. 
c 121 § 5.]

Effective date— Severability—1979 exs. c 136: Sec notes following 
RCW 46.63.010.

46.20.045 Age lim it fo r school bus d rivers  ar.d 
drivers of for h ire  vehicles. No person who is under the 
age of eighteen years shall drive any school bus transporting 
school children or shall drive any motor vehicle when in use 
for the transportation of persons for compensation. [1971 
:x.s. c 292 § 43; 1965 ex.s. c 121 § 6.]

Severability— 1971 exs. c 292: See note following RCW 2628.010.

46.20.055 In s tru c tio n  p e rm its  and  tem p o ra ry  
licenses. (1) Any person w’ o is at least fifteen and a half 
years of age may apply to the department for an instruction 
perm it for the operation of any m otor vehicle except a 
motorcycle. Any person sixteen years of age or older, 
holding a valid driver’s license, may apply for an instruction 
permit for the operation of a motorcycle. The department 
may in its discretion, after the applicant has successfully 
passed all parts o f the examination other than the driving 
test, issue to the applicant a d river’s or m otorcyclist's 
instruction permit.

(a) A driver’s instruction permit entitles the permittee 
while having the permit in immediate possession to drive a 
motor vehicle upon the public highways for a period of one 
year when accompanied by a licensed driver who has had at 
least five years of driving experience and is occupying a seat 
beside the driver. Except as provided in subsection (c) of 
this subsection, only one additional permit, valid for one 
year, may be issued.

(b) A m otorcyclist’s instruction permit entitles the 
permittee while having the permit in immediate possession 
to drive a motorcycle upon the public highways for a period 
of ninety days as provided in *RCW 46.20.510(3). Except 
as provided in subsection (c) of this subsection, only one 
additional permit, valid for ninety days, may be issued.

(c) The department after investigation may issue a third 
driver’s or motorcyclist’s instruction permit when it finds 
that the permittee is diligently seeking to improve driving 
proficiency.

(2) The department may waive the examination, except 
as to eyesight and other potential physical restrictions, for 
any applicant who is enrolled in either a traffic safety 
education course as defined by RCW 28A.220.020(2) or a 
course of instruction offered by a licensed driver training 
school as defined by RCW 46.82.280(1) at the time the 
application is being considered by the department. The 
department may require proof of registration in such a course 
as it deems necessary.

(3) The department upon receiving proper application 
may in its discretion issue a driver’s instruction permit to an 
applicant who is at least fifteen years of age and is enrolled 
in a traffic safety education program which includes practice 
driving and which is approved and accredited by the superin­
tendent of public instruction. Such instruction permit shall 
entitle the permittee having the permit in immediate posses­
sion to drive a m otor vehicle only when an approved 
instructor or other licensed driver with at least five years of 
driving experience, is occupying a seat beside the permittee.

(4) The department may in its discretion issue a teihpo- 
rary driver’s permit to an applicant for a driver's license 
permitting the applicant to drive a motor vehicle for a period

[Title 46 RCW—page 64] (1992 Ed.)
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Title 46 RCW: M otor Vehicles 46.64.015

for any offense or violation except either when the offense 
to: or violation is committed in his or her presence or when a
jjj person may be arrested pursuant to RCW 10.31.100, as now

or hereafter amended. The detention arising l'rcm an arrest 
under this section may not be for a period of time longer 
than is reasonably necessary to issue and serve a citation and 
notice, except that the time limitation does not apply under 
any of the following circumstances:

(1) Where the arrested person refuses to sign a written 
promise to appear in court as required by the citation and 
notice provisions of this section;

(2) Where the arresting officer has probable cause to 
believe that the arrested person has committed any of the 
offenses enum erated in RCW  10.31.100(3), as now or 
hereafter amended;

(3) When the arrested person is a nonresident and is 
being detained for a hearing under RCW 46.64.035. t 1987 
c 345 § 2; 1985 c 303 § 11; 1979 ex.s. c 28 § 2; 1975-’76 
2nd ex.s. c 95 § 2; 1975 c 56 § 1; 1967 c 32 § 70; 1961 c 
12 § 46.64.015. Prior: 1951 c 175 § 1.)

46.64.018 Arrest without w arran t for certain traffic 
offenses. See RCW 10.31.100.

46.64.020 Nonappearance afte r written promise— 
Penalty— Response by m ail, when. (1) The legislature 
finds that:

(a) Traffic laws are necessary for the safe and expedi­
tious flow of motor vehicle traffic.

(b) For tra ffic  laws to be e ffec tiv e , they m ust be 
judiciously and fairly enforced. This enforcement includes 
the issuance of notices of infraction and citations and the 
assessment of fines and penalties.

(c) The adjudication of notices of infraction through a 
written and signed promise to respond, and of citations 
through a written and signed promise to appear, as provided 
in this title is an integral and important pan of the traffic law 
system.

(d) Approximately twenty percent of all people issued 
notices of infraction and citations violate their written and 
signed promise to respond or appear and obtain notices of 
failure to respond or appear on th e ir driv ing records. 
Through their actions, these people are destroying the 
effectiveness of the traffic law system and undermining the 
departm ent o f licensing regulatory  control of d rivers’ 
licenses,

(c) Notices of failure to respond or appear accumulated 
on a person's driving record shall be considered if they were 
issued after July 25, 1987.

(2) Any person violating his or her written and signed 
promise to appear in court or his or her written and signed 
prom ise to respond to a notice o f traffic  infraction, as 
provided in this title, is guilty of a misdemeanor regardless 
of the disposition of the charge upon which he or she was 
originally arrested or the disposition of the notice of infrac­
tion: PROVIDED, That a written promise to appear in court 
or a written promise to respond to a notice of traffic infrac­
tion may be complied with by an appearance by counsel: 
PROVIDED FURTHER, That a person charged under RCW 
46.20.021 with driving with an expired driver’s license may 
respond by mailing to the court within fifteen days of the

violation, a copy o f the person's currently valid driver's 
license. Any person who has been issued a notice of 
infraction pursuant to RCW 46.63.030(3) and who fails to 
respond as provided in this title is guilty of a misdemeanor 
regaidless of the disposition of the notice of infraction. 
[1992 c 32 § 1; 1990 c 250 § 61; 1990 c 210 § 1; 1988 c 38 
§ 1; 1987 c 345 § 1; 1986 c 213 § 1; 1980 c 128 § 8; 1961 
c 12 § 46.64.020. Prior: 1937 c 189 § 146; RRS § 6360- 
146.]
Rules o f court: Bail in criminal traffic offense cases—Mandatory appear­

ance—CrRLl 3.2.
Severability— 1990 c 250: See note following RCW 46.16.301.

Effective date— Severability— 1930 c 128: See notes following 
RCW 46.63.060.

46.64.025 Nonappearance after written promise— 
Notice to d ep a rtm en t. Whenever any person has for a 
period of fifteen or more days violated his written promise 
to appear in court, the court in which the defendant so 
promised to appear shall forthwith give notice of such fact 
to the department of licensing. Whenever thereafter the case 
in which such promise was given is adjudicated the court 
hearing the case shall file with the department a certificats 
showing that the case has be. n adjudicated. [1979 c 158 § 
175; 1967 c 32 § 71; 1965 e:..s. c 121 § 23.]

Severability— 1965 exs. c 121: See RCW 4630.910.

Purpose— Construction—1965 exs. c 121: See note following RCW 
46.20.021.

46.64.027 F a ilu re  to  comply. (1) A person who 
drives a motor vehicle within the state and has accumulated 
two or more notices of failure to appear or respond on his or 
her driving record maintained by the department of licensing 
in a five-year period as a result of noncompliance with the 
traffic laws in a jurisdiction or court within Washington, or 
in a jurisdiction or court within other states that are signato­
ries with Washington in a nonresident violator compact or 
reciprocal agreement under chapter 46.23 RCW, is guilty of 
failure to comply, a gross misdemeanor. A person is not 
subject to this section for failure to pay a penalty for a 
pedestrian, bicycling, or parking offense.

(2) Probable cause for arrest under this section is 
established by the officer obtaining, orally or in writing, 
information from the department of licensing that two or 
more notices of failure to appear or respond are on the 
person's driving record. For purposes of this chapter, failure 
to satisfy a penalty imposed under this title is considered 
equivalent to failure to appear or respond.

(3) Venue for prosecution is in the court with jurisdic­
tion in the area of apprehension. [1992 c 32 § 2,]

46.64.036 Procedure governing arrest and prosecu­
tion. The provisions of this title with regard to the appre­
hension and arrest of persons violating this title shall govern 
all police officers in making arrests without a warrant for 
violations of this title for offenses either committed in their 
presence or believed to have been committed based on 
probable cause pursuant to RCW 10.31.100, but the proce­
dure prescribed herein shall not otherwise be exclusive of 
any other method prescribed by law for the arrest and 
prosecution of a person for other like offenses. [1979 ex.s.

0992 Ed.) (Title 46 RCW—page 197]
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at the discretion of the judge in the criminal proceeding. To 
award these reasonable costs the trier of fact must find that 
the defendant’s claim of self-defense was sustained by a 
preponderance of the evidence: PROVIDED, HOWEVER, 
That nothing shall preclude the legislature from granting a 
higher award through the sundry claims process.

(3) Whenever die issue of self defense under this section 
is decided by a judge or whenever a judge exercises the 
discretion authorized under subsection (2) of this section in 
determining an award, the judge shall consider the same 
questions as must be answered in the special verdict under 
subsection (4) of this section.

(4) Whenever the issue of self defense under this section 
has been submitted to a jury, and the jury has found the 
defendant not guilty, and the judge has submitted an award 
determination to die jury, the court shall instruct the jury to 
return a special verdict in substantially the following form:

ans\ er 
yes or no

1. Was the finding of not guilty based upon
self defense? ..........

2. If your answer to question 1 is no, do not 
answer the remaining question.

3. If your answer to question 1 is yes, was 
the defendant:

a. Protecting himself or herself?......................... ..........
b. Protecting his or her family? ..........
c. Protecting his or her property?....................... ...........
d. Coming to the aid o f another who was in 

imminent danger of a heinous crime? ..........
e. Coming to the aid of another who was the 

victim of a heinous crime? ..........

[1989 c 94 § I; 1977 ex.s. c 206 § 8. Form erly RCW 
9.01.200.]

Use of deadly force— Legislative recognition: See note following 
RCW 9A. 16.040.

C hapter 9AJ.J 
CLASSIFICATION OF CRIM ES

Sections

9A.20.0I0 Classification and designation of crimes.
9A.20.020 Authorized sentences for crimes committed before July I. 

1984.
9A.20.021 Maximum sentences for crimes committed July 1. 1984. and 

after.
9AJ0.030 Alternative to a fine— Restitution.
9AJ0.040 Prosecutions related to felonies defined outside Title 9A 

RCW.

Assessments required of convicted persons 
offender supervision: RCW 9.94A.270. 
parolees: RCW 72.04A. 120. 
probationers: RCW 10.64.120.

9A.20.010 Classification and designation of crimes.
(1) Classified Felonies, (a) The particular classification of 
each felony defined in Title 9A RCW is expressly designated 
in the section defining it.

(b) For purposes of sentencing, classified felonies are 
designated as one of three classes, as follows:

(i) Class A felony; or

(ii) Class B felony; or
(iii) Class C felony.
(2) Misdemeanors and Gross Misdemeanors, (a) Any 

crime punishable by a fine of not more than one thousand 
dollars, or by imprisonment in a county jail for not more 
than ninety days, or by both such fine and imprisonment is 
a misdemeanor. Whenever the performance of any act is 
prohibited by any statute, and no penalty for the violation of 
such statute is imposed, the committing of such act shall be 
a misdemeanor,

(b) All crimes other titan felonies and misdemeanors are 
gross misdemeanors. [1984 c 258 § 808; 1975 1st ex.s. c 
260 § 9A.20.010.]

Coart Improvement Act of 1984— Effective dates— Severability—  
Short title— 1984 c 258: See notes following RCW 3.30.010.

9A*20.020 A u th o r iz e d  sen ten ces  fo r  c r im e s  c o m m it­
te d  b e fo re  July 1, 1984. (1) Felony. Every person convict­
ed of a classified felony shall be punished as follows:

(a) For a class A felony, by imprisonment in a state 
correctional institution for a maximum term fixed by the 
court o f not less than twenty years, or by a fine in an 
amount fixed by the court of not more than fifty thousand 
dollars, or by both such imprisonment and fine;

(b) For a class B felony, by imprisonment in a state 
correctional institution for a maximum term of not more thin 
ten years, or by a fine in an amount fixed by the court of not 
more than twenty thousand dollars, or by both such impris­
onment and fine;

(c) For a class C felony, by imprisonment in a state 
correctional institution for a maximum term of not more than 
five years, or by a fine in an amount fixed by the court of 
not more than ten thousand dollars, or by both such impris­
onment and fine.

(2) Gross Misdemeanor. Every person convicted of a 
g ross m isdem eanor defined in T itle 9A RCW shall be 
punished by imprisonment in the county jail for a maximum 
term fixed by the court of not more than one year, or by a 
fine in an amount fixed by the court of not more than five 
thousand dollars, or by both such imprisonment and fine.

(3) Misdemeanor. Every person convicted of a misde­
m eanor defined in Title 9A RCW shall be punished by 
imprisonment in the county jail for a maximum term fixed 
by the court of not more than ninety days, or by a fine in an 
amount fixed by the court of not more than one thousand 
dollars, or by both such imprisonment and fine.

(4) This section applies to only those crimes committed 
prior to July I, 1984. [1982 c 192 § 9; 1981 c 137 § 37; 
1 9 7 5 - '7 6  2nd e x .s .  c 38 § 2; 1975 1st e x .s . c 260  § 
9A.20.020.]

Severability— 1981 c 137: See RCW 9.94A.910.

Effective date— Severability— 1975-'76 2nd c x j . c 38: See notes 
following RCW 9A.03.020.

Penalty assessments in addition to fine or bail forfeiture—Crime victim arui
witness programs in county: RCW 7.68.035.

9A.20.021 M a x im u m  sentences for crimes c o m m it­
t e d  J u ly  1, 1984, a n d  a f t e r .  (1) Felony No person 
convicted of a classified felony shall be punished by confine­
ment or fine exceeding the following:

(Title 9A RCW—puRe 8) (1992 Ed.)
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(a) For a class A felony, by confinement in a state 
correctional institution for a term of life imprisonment, or by 
a fine in an amount fixed by the court of fifty thousand 
dollars, or by both such confinement and fine;

(b) For a class B felony, by confinem ent in a state 
correctional institution for a term of ten years, or by a fine 
in an amount fixed by the court of twenty thousand dollars, 
or by both such confinement and fine;

(c) For a class C felony, by confinem ent in a state 
correc'jonal institution for five years, or by a fine in an 
amoun: fixed by the court of ten thousand dollars, or by both 
such c mfinement and fine.

(2, Gross misdemeanor. Every person convicted of a 
gross m isdem eanor defined in T itle 9A RCW shall be 
punished by imprisonment in the county jail for a maximum 
term fixeo by the court of not more than one year, or by a 
fine in an amount fixed by the court of not more than five 
thousand dollars, or by both such imprisonment and fine.

(3) Misdemeanor. Every person convicted of a misde­
meanor defined in Title 9 A RCW shall be punished by 
imprisonment in the county jail for a maximum term fixed 
by the court of not more than ninety days, or by a fine in an 
amount fixed by the court o f not more than one thousand 
dollars, or by both such imprisonment and fine.

(4) This section applies to only those crimes committed 
on or after July 1, 1984. [1982 c 192 § 1C.]
Penalty assessments in addition to fine or bail forfeiture—Crime victim and

wimess programs in county: RCV/ 7.68.035.

9A.20.030 Alternative to a fin<.— Restitution, (1) If 
a person has gained money or property or caused a victim to 
lose money or property through the commission of a crime, 
upon conviction thereof or when the offender pleads guilty 
to a lesser offense or fewer offenses and agrees with the 
prosecutor’s recommendation that the offender be required 
to pay restitution to a victim of an offense or offenses which 
are not prosecuted pursuant to a plea agreement, the court, 
in lieu of imposing the fine authorized for the offense under 
RCW 9A.20.020, may order the defendant to pay an amount, 
fixed by the court, not to exceed double the amount of the 
defendant’s gain or victim’s loss from the commission of a 
crime. Such amount may be used to provide restitution to 
the victim at the order of the court. It shail be the duty of 
the prosecuting attorney to investigate the alternative of 
restitution, and to recommend it to the court, when the 
prosecuting attorney believes that restitution is appropriate 
and feasible. If the court orders restitution, the court shall 
make a finding as to the amount of the defendant’s gain or 
victim ’s loss from the crime, and if the record does not 
contain sufficient evidence to support such finding the court 
may conduct a hearing upon the issue. For purposes of this 
section, the terms "gain" or "loss" refer to the amount of 
money or the value of property or services gained or lost.

(2) Notwithstanding any other provision of law, this 
section also applies to any corporation or joint stock associa­
tion found guilty of any crime, [1982 1st ex.s. c 47 § 12; 
1979 c 29 § 3; 1975 1st ex.s. c 260 § 9A.20.030.]

Severability— 1982 1st ex.s. c 47: See note following RCW 
9.41.190.

Restitution 
condition of probation: RCW 9.95.210. 
condition to suspending sentence: RCW 9.92.060.

(1992 Ed.)

disposition wl en victim dead or not found: RCW 7.68.290.

9A.20.040 Prosecutions related to felonies defined 
outside Title 9A RCW. In any prosecution under this title 
where the grade or degree of a crime is determ ined by 
reference to the degree of a felony for which 'ne defendant 
or another previously had been sought, arrested, charged, 
convicted, or sentenced, if such felony is defined by a statute 
of this state which is not in Title 9A RCW, unless otherwise 
provided:

(1) If the maximum sentence of imprisonment autho­
rized by law upon conviction of such felony is twenty years 
or more, such felony shall be treated as a class A felony for 
purposes of this title;

(2) If the maximum sentence of imprisonment autho­
rized by law upon conviction of such felony is eight years or 
more, but less than twenty years, such felony shall be treated 
as a class B felony for purposes of this title;

(3) If the maximum sentence of imprisonment autho­
rized by law upon conviction of such felony is less than 
eight years, such felony shall be treated as a class C felony 
fo r p u rp o s e s  o f th is  t i t le .  [1975  1st e x .s .  c 2 60  § 
9A.20.040.]

C hapter 9A.28 
ANTICIPATORY OFFENSES

Sections
9A.28.010 Prosecutions based on felonies defined outside Tide 9A 

RCW.
9A.28.020 Criminal ancmpi.
9A28.030 Criminal solicitation.
9A.28.040 Criminal conspiracy.

9A.28.010 Prosecutions based on felonies defined 
outside Title 9A RCW. In any prosecution under this title 
for attempt, solicitation, or conspiracy to commit a felony 
defined by a statute of this state which is not in this title, 
unless otherwise provided:

(1) If  the maximum sentence of imprisonment autho­
rized by law upon conviction of such felony is twenw years 
or more, such felony shall be treated as a class A felony for 
purposes of this title;

(2) If  the naximum sentence of imprisonment autho­
rized by law upon conviction of such felony is eight years or 
more but less than twenty years, such felony shall be treated 
as a class B felony for purposes of this title;

(3) If the maximum sentence of imprisonment autho­
rized vy law upon conviction of such felony is less than 
eight years, such felony shall be treated as a class C felony 
fo r  p u rp o s e s  o f th is  t i t le .  [1975  1st e x .s .  c 260  § 
9A.28.O10.]

9A.28.020 Criminal attem pt (1) A person is guilty 
of an attempt to commit crime if, with intent to commit a 
specific crime, he does any act which is a substantial step 
toward the commission of that crime.

(2) If the conduct in which a person engages otherwise 
constitutes an attempt to commit a crime, it is no defense to 
a prosecution of such attempt that the crime charged to have

[TIUe 9A RCW—pige 9]
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MEMORANDUM

TO: Representative Robin Taylor

FROM: Christine M. Cheff f )
Legislative Analyst

RE: Draft Bill - -  Fines and Court Appeararces
Research Request 9 1 . 1 9 3

You asked us to discuss the draft of your b ill amending the Alaska Motor
w ' , ( ' „ tc

upon   ‘ ‘ '
Vehicles Code with the California attorney general's office, comparing i t  
California Code Section 4 0 1 0 9  upon which the amendments are based.

There appear to be some differences between the draft bill and the California 
statutes (Attachment A) which you might like to review before we contact the 
California attorney general. For instance, in California, penalties are 
attached to vehicle registration only for failure to pay parking fines, and 
then only after the vehicle owner or lessee has been properly notified. Also, 
we were unable to find a license revocation provision in the law. However the 
court can impound for up to 3 0  days the license of persons convicted of an 
infraction i f  they fa il ro pay a fine. The attached table outlines the 
provisions in your draft and the California statutes (Attachment B).

We spoke with Bernard Lu, with the California Department of Motor Vehicles 
legal department, who did made one comment about your draft b i l l .  He said that 
penalties for failure to pay fines should be differentiated between those for 
parking and moving violations. Because parking violations are recorded against 
vehicles, penalties should be attached to vehicle registration. Moving 
violations affect a persons driving privileges, therefore penalties should be 
attached to the driver's license.

Please let us know what further action you would like taken on this request. 
Don't hesitate to call i f  you have any questions.

Attachments

Motor Vehicles code sections AS 2 8 . 1 0 . 0 4 1 , 2 8 . 1 5 . 0 3 1 (b)( 2 ), and
2 8 . 1 5 . 1 8 1 (g) pertaining to penalties for failure to pay fines or to appear in 
court.

COM PARISON TO C A L IF O R N IA  LAWS



COMPARISON TABLE: Alaska and California Motor Vehicle Codes 
(Fena lties fo r Failure to Appear or to Pay Fines)

Statute 

AS 28.10.041

AS 28.15.031(b)(2)

AS 28.15.181(g)

ALASKA CALIFORNiA

Text Statute

Refuses registration to applicant who Sec.4760
fails to appea r in court or to pay fine foi 
traffic or parking violation.

No original or duplicate driver’s license, Sec.40508
or renewal or reinstatement to person
who fails to appea r  in court or who
fails to pay a fine for a  parking or
moving violation.

After the court has provided 10 days 
written notice of impending license 
revocation, it may revoke the license of 
a person who fails to appea r  in court for 
a parking offense or moving violation.

Sec.40509

Sec.40309.5

Text

Registration renewal can be refused if 
a notice of delinquent parking violations 
has been mailed to owner or lessee, 
and itemization of penalties and fees 
has been filed with the department.

Willful violation of promise/continuance/ 
order to appea r is a misdemeanor.

Willful failure to pay fine for vehicle 
code violation is a misdemeanor.

The court may impound the driver’s 
license, for up to 30 dayt, of a person 
convicted of an infraction of the vehicle 
code who fails to pay a fine.

(a) Magistrate or clerk may notify the 
Motor Vehicle Department if an order to 
appear in court has been violated for 15 
days or more.

(b) Magistrate or clerk may notify the 
Motor Vehicle Department of a person's 
failure to pay a fine for 15 days or more.

(a) and (b) sam e as Sec. 40509.

Prepared by the Legislative Research Agency, April 1991 (91.193).

(c) Court will mail courtesy warning 
notice to defendant 10 days before 
sending notice to the department.
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R E :  Sanctions for Failure to Pay Traffic Fines or M ake Court Appearances
R e s e a r c h  R e q u e s t  9 3 . 1 1 6

Y o u  a s k e d  a b o u t  t h e  H a w a i i ,  O r e g o n  a n d  W a s h i n g t o n  l a w s  w h i c h  p e r t a i n  t o  s a n c t i o n s  i m p o s e d
f o r  f a i l u r e  t o  p a y  t r a f f i c  f i n e s  o r  t o  m a k e  r e l a t e d  c o u r t  a p p e a r a n c e s .  A d d i t i o n a l l y ,  y o u  w a n t e d

l i c e n s e  r e v o c a t i o n  a n d  n o n r e n e w a l  o f  v e h i c l e  r e g i s t r a t i o n  a r e  e f f e c t i v e  s a n c t i o n s .  Y o u r  r e q u e s t  
i s  r e l a t e d  t o  d r a f t  l e g i s l a t i o n  t h a t  i s  m o d e l e d  o n  C a l i f o r n i a  V e h i c l e  C o d e  4 0 5 0 9 .

F r o m  o u r  a n a l y s i s  o f  t h e  H a w a i i ,  O r e g o n  a n d  W a s h i n g t o n  l a w s  i t  i s  clear that a 
differentiation is made between a parking violation sanction, generally nonrenewal o f

failure to appear in court or to pay fines for m oving traffic violations, w h e r e a s ,  H a w a i i  a n d  
W a s h i n g t o n  h a v e  n o n r e n e w a l  p r o v i s i o n s .  N o n e  o f  t h e  t h r e e  s t a t e s  s u s p e n d  v e h i c l e  r e g i s t r a t i o n s  
f o r  f a i l u r e  t o  p a y  p a r k i n g  f i n e s .  W ashington does, however, have a proviso against renewal 
o f a vehicle registration if  the registrant has more than two outstanding parking  
violations.

' C h r i s t i n e  C h e f f ,  " D r a f t  B i l l  -  F m e s  a n d  C o u r t  A p p e a r a n c e s , "  L e g i s l a t i v e  R e s e a r c h  
A g e n c y  M e m o r a n d u m  9 1 . 1 9 3 ,  1 9 9 1 .

t o  k n o w  i f  t h e r e  w e r e  a n y  p r o b l e m s  w i t h  i m p l e m e n t a t i o n  o f  t h e  l a w s ,  a n d  w h e t h e r  d r i v e r ’ s

vehicle registration, and a m oving violation sanction which affects driving privileges. T h a t  
d i f f e r e n t i a t i o n  w a s  a l s o  n o t e d  i n  o u r  p r e v i o u s  a n a l y s i s  o f  t h e  C a l i f o r n i a  l a w  u p o n  w h i c h  y o u r  
d r a f t  b i l l  i s  b a s e d . 1

I n  t h e  s t a t e s  y o u  a s k e d  a b o u t ,  Oregon is the only one w hich suspends a driver’s license for
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N o  l e g a l  o p i n i o n s  r e l a t e d  t o  t h e  s a n c t i o n  l a w s  a p p e a r  t o  h a v e  b e e n  i s s u e d ,  e i t h e r  b y  t h e  c o u r t s  
o r  b y  t h e  s t a t e s ’  a t t o r n e y s  g e n e r a l . 2

A l t h o u g h  w e  s p o k e  w i t h  c o u r t  p e r s o n n e l  a b o u t  t h e  e f f e c t i v e n e s s  o f  s a n c t i o n s ,  m o s t  o f  t h e  
i n f o r m a t i o n  w e  o b t a i n e d  w a s  f r o m  p e r s o n s  e m p l o y e d  i n  t h e  d r i v e r ’ s  l i c e n s e  a n d  m o t o r  v e h i c l e  
r e g i s t r a t i o n  d e p a r t m e n t s  i n  e a c h  s t a t e .  T h e  p r i m a r y  r e s p o n s i b i l i t y  f o r  e n f o r c i n g  c o u r t  
s u s p e n s i o n s  o r  n o n r e n e w a l  o r d e r s ,  a s  w e l l  a s  f o r  m a i n t a i n i n g  r e c o r d k e e p i n g  s y s t e m s ,  f a l l s  t o  
t h o s e  d e p a r t m e n t s .  T h e  p e r s o n s  w i t h  w h o m  w e  s p o k e  w e r e  k n o w l e d g e a b l e  c o n c e r n i n g  t h e  
a p p l i c a t i o n  o f  s a n c t i o n s  a n d  p r o v i d e d  g e n e r a l  o v e r v i e w s  o f  t h e i r  e f f e c t i v e n e s s .  A l t h o u g h  w e  
w e r e  u n a b l e  t o  d e t e r m i n e  w h a t  i n i t i a l  p r o b l e m s  m a y  h a v e  b e e n  e n c o u n t e r e d  w i t h  i m p l e m e n t i n g  
t h e  s a n c t i o n s  p r o g r a m s ,  t h e  p r i n c i p a l  r e c o m m e n d a t i o n  w e  r e c e i v e d  f r o m  t h e  d e p a r t m e n t s  
c o n t a c t e d  w a s  t h a t  a n  a u t o m a t e d  r e c o r d k e e p i n g  s y s t e m  a n d  c o m m u n i c a t i o n s  l i n k  s h o u l d  b e  i n  
p l a c e  b e f o r e  i m p l e m e n t a t i o n .

S u m m a r i e s  o f  o u r  c o n t a c t s  w i t h  t h e  s t a f f  o f  v a r i o u s  a g e n c i e s  a n d  o f  t h e  i n d i v i d u a l  s t a t e  l a w s  
a r e  p r o v i d e d  b e l o w .

Hawaii

H i g h w a y  S a f e t y  C o d e  S e c t i o n  2 8 6 - 1 0 9  p r o v i d e s  t h a t  a n y o n e  w h o  f a i l s  t o  r e s p o n d  t o  a  t r a f f i c  
c i t a t i o n  o r  c u m m o n s  f o r  v i o l a t i o n  o f  t r a f f i c  l a w s ,  o r  w h o  f a i l s  t o  c o m p l y  w i t h  o r d e r s  o f  t h e  
c o u r t ,  m a y  b e  d e n i e d  i s s u a n c e  o r  r e n e w a l  o f  a  d r i v e r ’ s  l i c e n s e .  T h e r e  i s  n o  p r o v i s i o n  f o r  
r e v o c a t i o n  o r  s u s p e n s i o n  o f  d r i v i n g  p r i v i l e g e s .

T h e  m u n i c i p a l  c o u r t s  o n  e a c h  i s l a n d  a r e  r e s p o n s i b l e  f o r  n o t i f y i n g  t h e  r e s p e c t i v e  t r a f f i c  
v i o l a t i o n s  d i v i s i o n s  a b o u t  o u t s t a n d i n g  f i n e s  o r  c i t a t i o n s .  T h a t  i n f o r m a t i o n  i s  e n t e r e d  i n t o  a  
c o m p u t e r i z e d  r e c o r d k e e p i n g  s y s t e m  w h i c h  s e r v e s  a s  t h e  c h e c k p o i n t  w h e n  a  p e r s o n  m a k e s  
a p p l i c a t i o n  f o r  o r  a t t e m p t s  t o  r e n e w  a  d r i v e r ’ s  l i c e n s e .  A l t h o u g h  e a c h  i s l a n d  h a s  a  t r a f f i c  
v i o l a t i o n s  d i v i s i o n ,  t h e r e  i s  n o  e l e c t r o n i c  l i n k  b e t w e e n  t h e i r  r e c o r d k e e p i n g  s y s t e m s .  A c c o r d i n g  
t o  M i l t o n  H e e ,  m a n a g e r  o f  t h e  H o n o l u l u  T r a f f i c  V i o l a t i o n s  s e c t i o n ,  t h e  c o m p u t e r  s y s t e m s  
t h r o u g h o u t  t h e  i s l a n d s  a r e  v e r y  o l d  a n d  i t  i s ,  t h e r e f o r e ,  i m p o s s i b l e  t o  t r a c k  t h e  n u m b e r  o f  
p e r s o n s  c u r r e n t l y  o n  s u s p e n s i o n  o r  n o n r e n c w a l  s t a t u s .  T h e  o n l y  c o m p r e h e n s i v e  s o u r c e  f o r  t h a t  
i n f o r m a t i o n  i s  a  c o m p u t e r  p r i n t o u t .  W h e n  a n  o u t s t a n d i n g  o b l i g a t i o n  h a s  b e e n  s a t i s f i e d ,  t h e  
c o u r t  w i l l  i s s u e  a  c l e a r a n c e  n o t i c e  t o  t h e  t r a f f i c  v i o l a t i o n  d i v i s i o n  a n d  t h e  p e r s o n ' s  n a m e  i s  
r e m o v e d  f r o m  t h e  c o m p u t e r .

Senator Taylor
February 23, 1993
Page 2

2 W e  c o n d u c t e d  a  W E S T L A W  s e a r c h  o f  t h e  A t t o r n e y  G e n e r a l  O p i n i o n s  a n d  c a s e  l a w  f o r  
H a w a i i ,  O r e g o n  a n d  W a s h i n g t o n ,  a n d  c a l l e d  t h e  A t t o r n e y  G e n e r a l ’ s  o f f i c e  i n  O r e g o n .
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S e n a t o r  T a y l o r  
F e b r u a r y  2 3 ,  1 9 9 3  
P a g e  3

H a w a i i  d o e s  n o t  h a v e  a  s t a t u t o r y  p r o v i s i o n  f o r  s u s p e n s i o n  o r  n o n r e n e w a l  o f  a  v e h i c l e  
r e g i s t r a t i o n  f o r  o u t s t a n d i n g  p a r k i n g  f i n e s .  P e r s o n s  w h o  f a i l  t o  r e s p o n d  t o  a  s u m m o n s  o r  
c i t a t i o n  f o r  a n  i l l e g a l l y  p a r k e d  v e h i c l e  m a y  b e  i s s u e d  a  p e n a l  s u m m o n s  t o  a p p e a r  i n  c o u r t  
( T r a f f i c  C o d e  S e c t i o n  2 9 1 C - 1 6 8 ) .  F a i l u r e  t o  a p p e a r  i n  c o u r t  c a n  r e s u l t  i n  t h e  p e r s o n ’ s  a r r e s t  
( T r a f f i c  C o d e  S e c t i o n  2 9 1 C - 1 6 9 ) .

O r e g o n

U n d e r  O r e g o n  l a w  ( O R S  8 0 9 . 2 1 0  a n d  8 0 9 . 2 2 0 ) ,  f a i l u r e  t o  a p p e a r  ( F T A )  f o r  a  c o u r t  h e a r i n g  
o r  t o  p a y  a  t r a f f i c  f i n e  w i l l  r e s u l t  i n  t h e  s u s p e n s i o n  o f  a  p e r s o n ' s  d r i v i n g  p r i v i l e g e s . 3 T h e r e  
a r e  n o  s a n c t i o n s  ( o t h e r  t h a n  l o w i n g )  f o r  f a i l u r e  t o  p a y  f i n e s  r e l a t e d  t o  p a r k i n g  o f f e n s e s .

T h e  O r e g o n  D e p a r t m e n t  o f  M o t o r  V e h i c l e s  ( D M V )  i s  e l e c t r o n i c a l l y  c o n n e c t e d  t o  o v e r  3 0 0  
c o u r t s  s t a t c w i d e - d i s t r i c t ,  m u n i c i p a l ,  j u s t i c e ,  a n d  c i r c u i t .  A c c o r d i n g  t o  J e a n e l l e  N a a t z .  D a t a  
E n t r y  D i v i s i o n  s u p e r v i s o r ,  a b o u t  1 2 , 0 0 0  F T A s  a r e  p r o c e s s e d  b y  t h e  d i v i s i o n  e a c h  m o n t h .  M s .  
N a a t z  b e l i e v e s  t h a t  t h e  i n c i d e n c e  o f  r e p e a t  o f f e n d e r s  i s  q u i t e  h i g h ,  p o s s i b l y  5 0 - 7 5  p e r c e n t .  T h e  
c o u r t s  c l e a r  b e t w e e n  6 , 0 0 0  a n d  7 , 0 0 0  d r i v e r ’ s  l i c e n s e s  f o r  r e i n s t a t e m e n t  p e r  m o n t h .  A f t e r  f i v e  
y e a r s ,  a  s t a t u t e  o f  l i m i t a t i o n s  a l l o w s  t h e  v i o l a t o r  t o  c l e a r  a  s u s p e n s i o n  b y  s i m p l y  c o m i n g  t o  t h e  
D M V  o f f i c e  a n d  p a y i n g  t h e  f i n e ,  p l u s  i n t e r e s t .  N o  c o u r t  a p p e a r a n c e  i s  n e c e s s a r y .

L a n e  B o r g ,  m a n a g e r  o f  t h e  C r i m i n a l  D i v i s i o n  f o r  t h e  M u l t n o m a h  C o u n t y  C i r c u i t  a n d  D i s t r i c t  
C o u r t s ,  b e l i e v e s  t h a t  s a n c t i o n s  a r e  n o t  p a r t i c u l a r l y  e f f e c t i v e  b e c a u s e  o f  t h e  l i m i t a t i o n s  o n  
e n f o r c e m e n t ,  C o n c e i v a b l y ,  a  p e r s o n  m a y  d r i v e  o n  a  s u s p e n d e d  o r  e x p i r e d  l i c e n s e  f o r  f i v e  y e a r s  
a n d  t h e n  c l e a r  t h e  r e c o r d  w i t h o u t  h a v i n g  t o  g o  t o  c o u r t .

W a s h i n g t o n

C u r r e n t l y ,  t h e  o n l y  s a n c t i o n  f o r  t h o s e  w h o  f a i l  t o  a p p e a r  i n  c o u r t  o r  t o  p a y  p a r k i n g  f i n e s  i s  
n o n r e n e w a l  o f  a  d r i v e r ’ s  l i c e n s e  ( R C W  4 6 . 2 0 . 0 3 1 ( 3 )  o r  v e h i c l e  r e g i s t r a t i o n  ( R C W  4 6 . 1 6 . 2 1 6 )  
r e s p e c t i v e l y .

A  b i l l  t o  s u s p e n d  d r i v e r ’ s  l i c e n s e s  f o r  F T A s  r e l a t e d  t o  m o v i n g  v i o l a t i o n s  h a s  b e e n  i n t r o d u c e d  
i n  t h e  l e g i s l a t u r e ,  b u t  a t  p r e s e n t  t h e  o f f e n s e  i s  a  m i s d e m e a n o r  ( R C W  4 6 . 6 4 . 0 2 0 ) .  A n y o n e  w i t h  
t w o  o r  m o r e  o u t s t a n d i n g  F T A s  w i t h i n  f i v e  y e a r s  i s  g u i l t y  o f  " f a i l u r e  t o  c o m p l y "  
( R C W  4 6 . 6 4 . 0 2 7 ) ,  w h i c h  i s  a  g r o s s  m i s d e m e a n o r  p u n i s h a b l e  b y  u p  t o  o n e  y e a r  i n  t h e  c o u n t y  
j a i l  o r  a  f i n e  o f  u p  t o  $ 5 , 0 0 0 ,  o r  b o t h  ( R C W  9 A 2 0 . 0 2 0 ) .

3 l n  O r e g o n  a n  F T A  r e f e r s  t o  o u t s t a n d i n g  f i n e s  a s  w e l l  a s  t o  f a i l u r e  t o  a p p e a r  i n  c o u r t .



A p p r o x i m a t e l y  8 5  o f  t h e  1 5 0  e l i g i b l e  c o u r t  j u r i s d i c t i o n s  i n  W a s h i n g t o n  p a r t i c i p a t e  i n  t h e  
a u t o m a t e d  v e h i c l e  r e g i s t r a t i o n  s u s p e n s i o n  p r o g r a m  m a i n t a i n e d  b y  t h e  s t a t e ’ s  T i t l e  &  
R e g i s t r a t i o n  D e p a r t m e n t .  S t a t e w i d e ,  t h e  d e p a r t m e n t  p r o c e s s e s  3 0 - 3 5  p a r k i n g  v i o l a t i o n  
s u s p e n s i o n s  p e r  d a y .  B o b  B a r d i s h ,  i n t e r n a l  o p e r a t i o n s  m a n a g e r ,  s a y s  t h a t  o v e r  5 0  p e r c e n t  o f  
t h e  s u s p e n s i o n s  w h i c h  c o m e  i n  d u r i n g  a  w e e k  a r e  c l e a r e d  b y  t h e  e n d  o f  t h a t  w e e k .

C o p i e s  o f  t h e  s t a t u t e s  r e f e r e n c e d  i n  t h i s  m e m o r a n d u m  a r e  a t t a c h e d .  I  h o p e  t h e  i n f o r m a t i o n  w i l l  
b e  u s e f u l .  P l e a s e  d o  n o t  h e s i t a t e  t o  c a l l  i f  w e  c a n  b e  o f  f u r t h e r  a s s i s t a n c e .

Senator Taylor
February 23, 1993
Page 4
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S E N A T E  B IL L  166

T h e  intent of th is  le g is la tio n  is  to e n c o u r a g e  in d iv id u a ls  to pay 
o u t s t a n d i n g  f i n e s  re la t e d  to m o v in g  v e h i c l e  c i t a t i o n s  an d  
park in g o f f e n s e s .  T h e  bill p r o v id e s  s p e c if ic  m e a n s  b y w h ich  this 
g o al ca n  be a c c o m p lis h e d :  N am ely d riv e r s  l ic e n s e  re v o c a tio n  and 
n o n -r e n e w a l of m o f i r  v e h ic le  r e g i s t r a t i o n s .
S e n a t e  B ill 168 w a s  d e s ig n e d  to p ro v id e  the co u rt s y s t e m  and 
m u n i c i p a l i t i e s  t h r o u g h o u t  A l a s k a  w ith  a d d it io n a l  l e v e r a g e  to 
c o lle c t  o u t s ta n d in g  fin e s . It w ould a ls o  a p p ly  w h en  an individual 
fa ils  to a p p e a r in co u rt, a s  ord ere d .
T h e  bill d u p lic a t e s  H o u s e  B ill 368, w h ic h  I in tro d u c e d  in the
17th A la s k a  S ta te  L e g is la t u r e .
I believe S B  166 w ould be a valu a b le  tool fo r u s e  by the co u rts
in a d d r e s s i n g  the p r o b le m s  of s c o f f l a w s ,  e s p e c i a l l y  t h o s e  w h o  
failed to a p p e a r in court or pay a fine im p o se d  by the co u rts.
T h e  bill is b a s e d  on s ta tu te s  from  o th er s t a t e s .  T h e e x p e rie n c e
in W a s h in g to n  sta te  in d ic a te s  that o v e r 50 p e rc e n t of th o s e  w ho 
r e c e i v e  n o t ic e  of p o s s i b l e  s a n c t i o n s  c l e a r  up o u t s t a n d i n g  
m a tte rs w ithin o n e w eek .

Hydcr • Kc SPO N SO R STATEMENT .  \vMngell

A l a s k a  S t a t e  L e g i s l a t u r e
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SENATE BILL 170 

- AN ACT RELATING TO THE INCOME OF TH r PERMANENT FUND -

Senate Bill 170 places into statute the concept of "real earnings" and 
applies that concept to the provisions for the uses of Permanent Fund 
earnings.

CONCEPT OF REAL EARNINGS:

There are several ways in which income of a fund can be calculated. 
When all cash receipts are counted without regard to the effects of inflation, 
the earnings are often referred to as "nominal earnings." In contrast, "real 
earnings" are the amount by which nominal earnings exceed inflation.

For any long-term preservation of a fund, and particularly in times of 
any significant inflation, the concept of real earnings is extremely important 
to the management of an endowment fund. Any endowment which is 
designed to last for a sustained period of time must be concerned about its 
purchasing power and earning power. Inflation tends to erode a fund; to 
offset this a fund must grow (in nominal terms) at the same rate as inflation 
just to preserve its purchasing or earning power. In this context, a fund can 
afford only to pay out earnings which are in excess of the rate of inflation — 
real earnings.

APPROPRIATENESS FOR THE PERMANENT FUND:

I believe that the voters, in establishing the Permanent Fund, intended 
for the Fund to be truly permanent in the sense that its purchasing power and 
earning power should not be eroded over time. In this context, a real 
earnings approach is most appropriate for the Permanent Fund. The only 
earnings which should be put on the table for use each year are the real 
earnings.
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In contrast, under present statutes all of the nominal earnings are put 
on the table for appropriation each year. The Legislature then allocates the 
earnings to dividends, inflation-proofing, and the earnings reserve account. 
With SB170 the inflation-proofing would be automatic and the Legislature 
would provide for the allocation of real earnings between the dividends and 
the earnings reserve account.

EFFECT ON PERMANENT FUND EARNINGS RESERVE:

Since there would be no further need to reserve earnings for inflation- 
proofing, the required size of the Permanent Fund Earnings Reserve (PFER) is 
not as great. There would, however, be a reason to retain some amount in 
the PFER to cover 5-year averaging provisions, such as the payout rule on 
dividends, regardless of whether the real earnings concept is used. SB 170 is 
silent on the issue of the PFER and does not require any change from present 
PFER policy.

EFFECT ON DIVIDENDS:

The bill leaves untouched the underlying formula for calculation of 
dividends. However, since the earnings on which dividends are based are 
real earnings rather than nominal earnings, there will be a slower rate of 
long-term growth in dividends, and there could be a temporary drop in the 
amount transferred to the dividend fund, depending on the Permanent 
Fund's actual performance in the next few years. These transfers are shown 
under a variety of earnings assumptions in the attached financial forecasts.

OTHER CHANGES:

One additional change, although minor, is that the effect of inflation 
on the fund will be calculated using the average annual balance of the Fund, 
rather than the Permanent Fund's present practice of using the balance as of 
the end of the year. *
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SUMMARY:

The overall effect of SB 170 will be that the Permanent Fund will be 
made more permanent, as the question of inflation-proofing will be 
removed from the annual process of allocating earnings. Earnings will be 
more realistic, as they are reflective of the actual economic earnings of the 
Fund. However, the effect of converting to a real earnings basis for the 
annual allocation process will also lower the amount put on the table for 
appropriation each year. The result will be better protection for the Fund, and 
a better representation to the State of the maximum amount which properly 
could be used each year.
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The attached projections from the Alaska Permanent Fund 
Corporation show the effect of different earnings assumptions on the size of 
the Permanent Fund, as well as the amount of each year's earnings and 
transfers to the dividend fund, through the Year 2000. It should be pointed 
out that these forecasts are still in a nominal-earnings format, even though 
they are correctly calculated as if SB 170 is in effect.

Most of the forecasts provided by the Permanent Fund Corporation are 
based on recent investment performance and long-standing assumptions 
which the Corporation has used regarding nominal earnings and inflation. 
The forecasts were also done under two different assumptions: in one case 
the amount of real earnings which are not paid out in dividends is invested 
in the PFER; in the other case the amount not paid out is transferred to the 
general fund.

At my request, the Permanent Fund Corporation also did three 
additional runs, which reflect the higher earnings assumptions suggested in 
the Ibbotson Associates' report (enclosed). The Ibbotson report was 
commissioned by the Legislative Budget & Audit Committee late last year 
and received in January 1994. This report shows the expected average annual 
return (9.33%) on the Permanent Fund once the Permanent Fund reaches its 
target portfolio, which is higher-yielding than its present portfolio because of 
a greater amount of assets invested in higher-yielding securities. The report 
also suggests two different asset allocations, which yield higher returns of 
10.31% and 11.33% respectively. It should be pointed out that these returns 
are from Ibbotson, and not necessarily agreed to by the Permanent Fund 
Corporation.

P E R M A N E N T  F U N D  P R O J E C T I O N S
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DATE: January 20, 1994
TO: • Senator Steve Reiger

FROM: Jim Kelly
Research «  Liaison Officer

SUBJECT : Analysis o f Senate B ill No. 170

Per your request, the Alaska Permanent Fund Corporation has updated 
our previous analysis of Senate Bill No. 170. Please note, however, that 
there are eight financial projections attached as part of this analysis as 
well as a copy of the population projections used to calculate per capita 
dividends. Note: The model takes the July 1 population numbers (with a 
one-year lag to allow for the one-year residency requirement)^ then 
multiplies by 90 percent (based on 1992 actual experience) to arrive at an 
approximation of future eligible Permanent Fund dividend applicants.

The additional financial projections are included to provide a more 
complete perspective on the possible outcomes of passage of SB 170.

F ou r Variations on the Status Quo
Financial P ro jec tion  #1: This is the status quo case (with per capita 
dividends) as of November 30, 1993. It provides the benchmark against 
which to compare and contrast any changes to current law.

Financial P ro jection  #2: This is the same as the status quo case except 
this projection assumes for all years after fiscal 1994 that all income 
remaining after dividends and inflation-proofing is appropriated to the 
General Fund.



Financial Projection #3: This is the same as the status quo case
(Financial Projection #1) except the rate of return for all years after fiscal 
1994 is 8.37 percent and the inflation rate is 4 percent.

Financial Projection #4: This is the same as Financial Projection #3, 
th a t is, the ra te  of return  for all years after fiscal 1994 is 8.37 percent and 
the inflation rate is 4 percent, but it also assumes tha t all income 
rem aining after dividends and inflation-proofing is appropriated to the 
General Fund.

0
S e n a t o r  R e ig e r
J a n u a r y  20 , 1994-
P a g e  2

Four Variations on Senate B ill No. 170
Financia l P ro jection  #5: This is the projection based on SB 170 as 
written (assuming an effective date of July 1, 1994), which makes the 
following changes to the status quo: (1) inflation-proofing is treated as a 
return of capital to Fund principal and is given first priority over any 
other use of what has historically been called net income; (2) a new 
accounting treatment for Fund income is established: "real income", which 
equals net income minus inflation-proofing; and (3) real income is used to 
compute each year's dividend distribution -  except during a transitional 
period in fiscal years 9-5-99 in which net income is used instead of real 
income for the years in which real income was not calculated.
F inancia l P ro jection  #6: This is the same as Financial Projection #5, 
except that like Financial Projection #2, this projection assumes for all 
years after fiscal 1994 that all income remaining after dividends and 
inflation-proofing is appropriated to the General Fund.
F inancia l P ro jec tion  #7: This is the same as Financial Projection #5, 
except that like Financial Projection #3, this projection assumes that the 
rate of return for all years after fiscal 1994 is 8.37 percent and the 
inflation rate is 4 percent.
F inancia l P ro jec tion  #8: This is the same as Financial Projection #6, 
that is, SB 170 with a rate of return for all years after fiscal 1994 of 8.37 
percent and an inflation rate of 4 percent, but it al§o assumes that all 
income remaining after dividends and inflation-proofing is appropriated to 
the General Fund.



For Your Information: These projections are based on a certain set of 
basic assumptions; the numbers shown on these sheets would change if 
different assumptions were used. The assumptions used in the 
preparation of each projection are listed at the bottom of each projection 
sheet, and explained herein.

It is the Corporation's policy to use conservative assumptions wherever 
possible. Thus, the Fund's long-term rate of return  is projected to average 
three percent per year after inflation; long-term inflation is projected to 
average six percent per year; and the assumptions for future dedicated 
State oil revenues are taken from the D epartm ent of Revenue's most 
recent '‘low-case" forecast. The population assumptions used in the 
computation of future per capita dividend payments are derived from the 
Middle Series of the D epartm ent of Labor's "Population Projections" dated 
November 1991.

S e n a t o r  R e ig e r
J a n u a r y  20 , 1 9 9 4
P a g e  3

PLEASE NOTE THAT THE CORPORATION NEITHER SUPPORTS 
NOR OPPOSES ANY PROPOSED CHANGES TO THE CURRENT USE 
OF FUND EARNINGS, EXCEPT AS THEY MAY RELATE TO THE 
PROPER EXERCISE OF THE TRUSTEES' FIDUCIARY 
RESPONSIBILITIES AS REQUIRED UNDER THE PRUDENT 
INVESTOR RULE.



Alaska Permanent Fund Corporation
FINANCIAL PRO JECTION S 

(in  m illio n s )

a s  of N ovem ber 30 ,1993

FY

GROWTH OF FUND PR IN C IPAL  
Dedicated

FY Begin Appro- State Inflation- FY End 
Balance oriations Revenues’ Proofing Balance

Inflation-
Proofing
Shortfall

I I I 0 54 54
! 79 54 84 139
i 30 139 344 483

31 483 900 385 1,769
32 1,769 800 400 2,969
33 2,969 400 421 231 4,021
34 4,021 300 366 151 4,838
35 4338 300 368 235 5,741
86 5741 323 216 6581
87 6,281 1564 " 170 148 7,864
aa 7,864 418 303 8585
39 8,585 228 360 9,173
90 9,173 267 454 9594
91 9,894 435 559 10538
92 10,888 338 477 11,703

I 93 11.703 5 — 315 362 12585

j 94 12,385 5 209 si-j '  :376 12,97F
95 12,975 5 209 528 13,717
96 13,717 5 214 557 14,493
97 14,493 5 221 589 15508
98 15508 6 230 622 16,166
99 16,166 4 222 984 17575
0 17,375 4 204 1,055 18,538
1 18,638 4 189 1,130 19561
2 19,961 4 177 1509 21551
3 21,351 5 165 1531 22512

; 4 22,812 5 153 1578 24548
5 24548 5 139 1,470 25562
S 25,962 5 126 1566 27558
7 27,658 5 115 1,667 29,445
8 29,445 5 106 1,783 31520 10
9 31520 5 98 1549 32572 336

10 32.972 6 90 1.629 34,698 355
Cumulative T o ta ls iP ro jec ts th c : -  *-i~  
ForFfit994̂ 2Q10*v-: 7 0 2 ^

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Real

USE OF FUND INCOME
D i s t r i b u t i o n s R e s e r v e s

Net Per Capita Inflation- General Add FY End
Income Dividends Dividends Proofing Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 108 $386.15 231 110 110 354 83
530 175 $33159 151 203 557 84
658 217 $404.00 235 206 763 85

1,021 303 $55656 216 501 1564 " 86
1,069 391 $708.19 148 529 529 87

789 424 $826.93 303 62 591 88
863 460 $673.16 360 4 44 635 89
916 487 $952.63 454 4 (30) 605 90

1,030 489 $93154 559 4 (24) 581 91
1,036 468 $91554 477 5 64 645 92
1526 532 $949.46 362 5 320 965 33

1,061 -.. 553-S964JXL - 376 — izr . 1,092.-- 94
1538 567 $1,00150 528 • 118 1511 95
1514 617 $1,02850 557 134 1545 96
1,393 654 $1,06550 589 145 1,489 37
1,478 681 $1,08450 622 169 1,659 98
1.6S0 747 $1,165.00 984 (44) 1,615 99
1,799 806 $153050 1,055 (66) 1549 0
1,912 869 $159750 1,130 (91) 1,458 1
2,027 935 $156850 1509 (121) 1,337 2
2,146 1,005 $1,44150 1591 (155) 1,182 3
2569 1,066 $1,49850 1578 (180) 1,002 4
2596 1,129 $155550 1,470 (207) 794 5
2528 1,193 $1,81450 1566 (236) 558 8
2,665 1560 $157550 1,667 (267) 291 7
2508 1530 $1,73650 1,763 (291) 8
2,956 1,402 $1,799.00 1549 9
3,112 1,477 $156650 1,629 10

34,792.̂ 1S312QS2338&' 19360* 4 •• **-»• *

IFY94:?/ 7.71^a 2.90^ 4,73%
lFY95'-98:.— 8.37% 4.00% 4.37%
i FY 99-20101; 9.00% 6.00% 3.00%

* Department o( Revenue Fall 1993 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by the legislature July t , 1937.

Translorrad to principal from earnings reserve account per AS 37.13.145(d).
*’"  Based on capital market assumptions adopted by the Trustees in Apnl 1993.

STATUS QUO WITH PER CAPITA DIVIO ENDS
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Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a s  of N ovem ber 30,1993

1j GROWTH OF FUND PR IN C IPA L
Dedicated Inflation-

[ _ FY Begin Appro- State Inflation- FY End Proofing
1 FY Balance □nations Revenues* Proofing Balance Shortfall

78 0 54 54
79 54 84 139
30 139 344 483
31 483 900 385 1,769
82 1,769 800 400 2469
33 2,969 400 421 231 4,021
34 4,021 300 366 151 4,838
85 4,838 300 368 235 5,741
88 5741 323 216 6481
87 6,281 1464 " 170 148 7464
88 7,864 418 303 8485
89 8485 228 360 9,173
90 9,173 267 454 9494
91 9,834 435 559 10,688
92 10,888 338 477 11,703
93 11.703 5 "* 315 362 12485

94 12£8£ 5- 20$T' 37B%£[2#Z5Z
95 12^75 5 209 523 13,717
96 13,717 5 214 557 14,493
97 14,493 5 221 589 15408
98 15408 6 230 622 16,166
?9 16,166 4 222 984 17475
0 17475 4 204 1,055 18,638
1 18,638 4 189 1,130 19461
2 19,961 4 177 1409 21451
3 21,351 S 185 1491 22412
4 22412 S 133 1478 24448
5 24448 5 133 1,433 25425 37
6 25425 5 128 1488 27444 275
7 27444 5 115 1456 28421 291
8 28421 5 108 1,427 30460 308
9 30460 5 98 14 0 2 31465 326

10 31465 6 90 1479 33,640 344
CumulaUvBTotalzProjectndl- ■ .v 
W cBBtfW 48aotfer: .'.~tf582I

REALIZED RATE OF RETURN ASSUMPTIONS:

USE OF FUND INCOME
D istribu tions Reserves

Net Per Caprta Inflation- General Add FY End
Income (Dividends Dividends Proofing Fund (Delete) Balance FY

2 1 78
S 7 1 9

32 12 12 80
150 28 28 59 59 81
366 71 $1,00040 71 185 244 32
471 108 $386.15 231 110 110 354 83
530 175 $33149 151 203 557 34
553 217 $404.00 235 206 763 85

1,021 303 $55648 216 501 1464 " 86
1,069 391 $708.19 148 529 529 87

789 424 $82193 303 62 591 S3
368 460 $873.16 360 4 44 635 89
916 487 $95243 454 4 (30) 605 90

1,030 489 $93144 559 4 (24) 581 91
1,036 488 $91544 477 5 64 645 92
1426 532 $949.46 362 5 320 965 S3

1,0611 . 553'S96«00£ ‘• •» • • 376“ — 127.:: 94
1438 587 $140140 528 118 1,092 95
1403 616 $1,02100 557 125 - 1,092 96
1471 651 $1,060.00 589 126 1,092 97
1,443 674 $1,072.00 622 142 1.092 98
1,637 734 $1,14440 984 (85) 1,006 99
1,742 737 $140040 1455 (104) 903 0
1,851 845 $146040 1,130 (128) 775 1
1,963 907 $142540 1409 (157) 618 2
2,078 974 $1494.00 1491 (191) 427 3
2,198 1,032 $1,44940 1478 (218) 210 4
2421 1,093 $140440 1,433 (210) 5
2,449 1,158 $146240 1488 6
2433 1421 $1,62140 1,356 7
2,721 1489 $1,68140 1,427 a
2466 1459 $1,74240 1402 9
3,017 1,432 $140740 1479 10

33̂843+- 15309SS22312L;,-18404̂ -511 l  . •• »’• — • ’ it. .  * i-vvT . . ** f

Nominal Inflation Real
F Y U r 7.71% 2.98% 4.73%
FY 95-91*“ " a.37% 4.00% 4,37%
FY 9 9 ^ 2 0 1 0 : : ' 9.00% 6.00% 3.00%

' Department o( Revenue Fall 1993 Low-Case Pavenue Forecast 
”  Earnings reseive appropriated to Fund principal by the Legislature July 1.1987.

Transferred to principal from earnings reseive account per AS 37.13.145(d).
■" Based on capital market assumptions adopted by the Trustees in Apnl 1993. 

STATUS QUO WITH PER CAPITA DIVIDENDS,
EXCEPT ALL REMAINING INCOME TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a s  of N ovem ber 30 ,1993

FY

GROWTH OF FUND PRINCIPAL 
Dedicated

FY Begin Appro* State Inflation- FY End 
Balance priations Revenues* Proofing Balance

Inflation-
Proofing
Shortfall

78 0 54 54
79 54 34 139
80 139 344 483
81 483 900 385 1,769

• 82 1,769 800 400 2,963
33 2,989 400 421 231 4,021

1 84 4,021 300 366 151 4,838
85 4,838 300 368 • 235 5,741
88 5741 323 216 6,281
87 6.281 1364 " 170 148 7,864
88 7,864 418 303 8,585
89 8,585 228 360 9,173
90 9,173 267 454 9,894

91 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 *** 315 362 11385

■94 12,385;- 5-. 209L. 37BSH 12#5£Hv,
95 12375 5 209 528 13,717
96 13,717 5 214 557 14,493
97 14,493 S 221 589 15,308
98 15,308 6 230 622 16,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17,950

1 17,950 6 189 726 18471
" 2 18371 7 177 762 19416
HI 19316 7 165 800 20,788

n 20,788 7 153 838 21,787

5 21,787 3 130 877 22411
6 21811 a 120 918 23483
7 23363 3 115 960 24446
8 24346 9 106 1,002 28,063

" 9 26,063 9 98 1,047 27417
Ho 27317 10 90 1.093 26,409

Cu
Foi

mulattve.TotalS’ Projected- 
f=ttt99C&rtd£lv--'= •&. Z T U ^ : .13,0335*-

REALIZED RATH OF RETURN ASSUMPTIONS:

Nominal Inflation Real
771% 198% 4755T
8.37% 4.00% 4.37%
8.37% 4,00% 4.37%

USE OF FUND INCOME
D istributions Reserves

Net Per Capita Inflation- General Add FY End
Income Dividends Dividends Proofing Fund (Delate) Balance FY

2 1 73
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 108 5366.15 231 110 110 354 83
530 175 533149 151 201 557 84
658 217 5404,00 235 206 763 85

1,021 303 555640 216 501 1464 ~ 86
1,069 391 5708.19 ■ 148 529 529 37

789 424 582643 303 62 591 68
366 460 5873.16 360 4 44 635 89
916 487 595163 454 4 (3(1) 605 90

1,030 489 593144 559 4 (24) 581 91
1,035 488 5915.84 477 5 64 645 92
1426 532 5949.46 362 5 320 965 93

1;06U 553:596430̂ 376̂ -5- 12217. 1,087- 94
1438 587 $140140 528 118 1405 95
1,313 617 $1,02840 557 134 1,339 96
1,393 654 51,06540 589 144 1,483 97
1,477 681 51,08440 622 169 1,652 98
1,567 734 51,14340 656 171 1,824 99
1,658 778 $1,18640 690 183 1007 0
1,752 324 $142740 728 196 2403 1
1,849 872 5147100 762 208 1411 2
1,949 921 $1417.00 300 221 1632 3
1053 972 $146100 838 235 1867 4
1160 1,025 $1,407.00 877 250 3,117 5
1271 1,080 $1,45540 918 265 3483 a
2486 1,136 $140440 960 282 3,564 7
1504 1,194 $145440 1,002 299 3463 8
1628 1455 $1,60440 1,047 317 4480 9
1756 1417 $1458.00 1.093 336 4,617 10

32,014 15,198.- S 2 1 3 3 &  i - -  1 3 , Q 3 S E £ ^ . •• ~T-' . '

' Depanment of Revenue FaH 1993 low-Case Revenue Forecast 
"  Earnings reseive appropnated to Fund pnnapal by the Legislature July 1,1987.

"* Transferred to prindpai from earnings reseive account per AS 37.13.145(d).
" "  Based on capital maricet assumptions adopted by the Trustees in Apnl 1993. 
STATUS a u o  BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION, 
FOR ALL YEARS AFTER FISCAL 1M4
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Alaska Permanent Fund Corporation
FINANCIAL PRO JECTIONS 

(in millions)

a s  of N ovem ber 3 0 ,1993

GROWTH OF FUND PR IN C IPAL

FY
FY Begin 
Balance

Appro­
priations

Dedicated
State

Revenues*
Inflation-
Proofing

FY End 
Balance

Inflation-
Proofing
Shortfall

78 0 54 54
79 54 84 139
80 139 344 483
31 483 900 385 1,769
82 1,769 800 400 2,969
33 2,969 400 421 231 4,021
84 4,021 300 366 151 4,838
as 4,338 300 368 235 5,741
36 5741 323 216 6,281
37 6,281 L264 " 170 148 7,864
88 7,864 418 303 8,585
39 8,585 228 3CJ 9,173
90 9,1/3 267 454 9,894
91 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 — 315 362 12X85

94 12,385.: 5 20S 37877 12,975
95 12,975 s 209 528 13,717
96 13.717 U 214 557 14,493
97 14,493 5 221 589 15,308
98 15,308 5 230 622 18,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17,950
1 17,950 6 189 728 18271

"  2 18,871 7 177 762 19,816
3 19,816 7 185 800 20,788
4 20,788 7 153 838 21,787
5 21,787 8 139 877 22211
6 22,811 8 126 918 23,303
7 23,863 8 115 960 24,946

a 24,946 9 106 1,002 26X63
9 25,063 9 98 1,047 27,217

10 27J217 10 90 1,093 28,409
CumulattvB-'Totais-Proiectedrr. 

i For F C 1 9 g ^ 2 0 1 (M l^ ^ S 2 .;ZZZ^?^1g

REALIZED RATE OF RETURN ASSUMPTIONS:

1 Nominal Inflation Real
M FY 94: '  “ 7.?1% 2.98% 4.73%
*1 FY'95-98:**** 8.371a 4.00% 4.37%‘■■J FY 995-201O S ,. 8.37% 4,00% 4.37%

U S E  O F  F U N D  I N C O M E

D i s t r i b u t i o n s R e s e r v e s
Net Per Capita Inflation* General Add FY End

Income □ividends Dividends Proofinq Fund Delete) Balance FY
2 1 78
3 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 108 3386.15 231 110 110 354 33
530 175 $331.29 151 203 557 34
658 217 3404.00 235 206 763 85

1,021 303 355626 216 501 1,264 ** 86
1,069 391 3708.19 148 529 529 87

789 424 3821x33 303 62 591 88
868 480 3873.16 360 4 44 635 89
916 487 3952.63 454 4 (30) 505 90

1,030 489 $931X4 559 4 (24) 581 91
1,038 488 5915.34 477 5 64 645 92
1.226 532 3949.48 362 5 320 965 33

1,061“'.■»!* 5531: $964100-,' 376 ■.St - 122. 1,087 94

1,238 587 $1,001X0 528 118 1,087 95
1J303 616 $1,026X0 557 124 1,087 96
1,371 651 $1,059.00 589 126 1,087 97
1,443 674 $1,072X0 622 141 1,087 “93
1217 722 $1,123X0 656 134 1,087 99
1,594 759 31,155X0 690 138 1,087 0
1,672 798 31,187.00 726 142 1,087 1
1,752 838 31220X0 762 145 1,087 2
1334 879 $1253X0 800 148 1,087 3
1218 921 $1287X0 838 152 1,087 4
2,005 964 $1220X0 877 156 1,087 5
2,094 1,008 $1256X0 918 160 1,087 6
2,185 1,054 $1291X0 960 164 1,087 7
2279 1,100 31,428X0 1,002 168 1,087 8
2J376 1,149 $1,464X0 1247 172 1,087 9
2,477 1,198 31203X0 1,093 178 1,037 10

30?B'6aS!-hmmtmarnmmxm : i 4 ,4 o 8 R 5 2 1 a 8 U B v 13238a

’ Depanment ol Revenue Fall 1993 Low-Case Revenue Forecast.
"  Earnings reserve appropriated to Fund principal by ttie Legislature July 1.1987.
"■ Transferred to principal Irom eammgs reseive accoait per AS 37.13.145(0).

Based on caprtal martet assumptions adorned by the Trustees in Apnl 1993. 
STATUS QUO BUT ASSUMES AN 8X7% RATE OF RETURN AND 4% INFLATION, 
AND ALL REMAINING INCOME TO GENERAL FUND
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Alaska Permanent Fund Corporation
FINANCIAL PRO JECTIONS 

(in millions)

as of November 30,1993

GROWTH OF FUND PR IN C IPA L
Dedicated Inflation-

rY Begin Appro* State Inflation- FY End Proofing
I FY Balance pnatlons Revenues* Proofing 8alance Shortfall

I 78 0 54 54
79 54 84 139
80 139 344 483
31 483 900 385 1,769
82 1,769 300 * 400 2269
83 2269 400 421 231 4,021
84 4,021 300 366 151 4,838
85 4,338 300 368 235 5,741
86 5741 323 216 5281

_87l 6,281 1,264 " 170 148 7264

Iffl 7,364 1 418 303 8285
89 8 3 5 228 360 9,173
90 9,173 267 454 9234

111 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 — 315 362 12285

94 12,385. 5 20? s* 37ET. 12̂ 75-
95 12,975 5 209 528 13,717
96 13,717 5 214 557 14,493-
97 14,493 5 221 589 15208
98 15,308 6 230 622 16,166

_99j 16,166 4 222 984 17275
0 17,375 4 204 1.055 18233
1 18,638 4 1R9 1,130 19261
2 19,961 4 177 1,209 21251
3 21,351 5 165 1,291 22212
4 22212 5 153 1,378 242<0
5 24,348 5 138 1,470 25262
6 25,962 5 126 1,566 27,658
7 27,658 5 115 1,667 29,445
8 29,445 5 106 1,773 31230
9 31,330 5 98 1,886 33,319

10 33219 6 90 1005 35.420
CumulatlVBsTotalsProjaciBdJtnv • .
FoBEYit994^2an^L-.&^2:7ZZSS ^ ____

USE OF FUND INCOME
, D istribu tions Reserves

Net Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
ISO 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 231 108 S386.15 110 110 354 83
530 151 175 $33129 203 557 34
658 235 217 $404.00 206 763 85

1,021 216 303 $55626 501 1264 " 86
1,069 148 391 S708-19 529 529 87

789 303 424 $82623 62 591 88
868 3S0 460 $873.16 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 439 $931.34 4 (24) 581 91
1,036 477 488 $91524 5 64 645 92
1226 362 532 $949.46 5 320 965 93

1,061: 376'- 553:'$964.00 5~ 12Z. 1;Q8Z” 94
1,238 523 532 $902.00 173 1261 95
1218 557 503 $830.00 252 1213 96
1,408 583 481 $770.00 333 1,346 97
1,509 622 445 $692.00 436 ??fi? 98
1,749 984 414 $52420 348 2,630 99
1,895 1,055 428 $63020 408 3.038 0
2,052 1,130 445 $64020 473 3211 1
2,221 1209 465 $65520 543 4,054 2
2,402 1291 488 $574.00 618 4,672 3

2238 1273 536 $72820 679 5251 4
2206 1,470 588 $70620 743 6,094 5
3,027 1,566 645 $84820 812 5206 6
3263 1,667 706 $91520 885 7,791 7
3214 1,773 772 $986.00 963 8,754 a
3,782 1,386 843 $1,061.00 1,048 9,802 9
4.068 2.005 920 $1,141.00 1.138 10,940 10

.

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Reel
FY 94: 7.71% Z98% 4.73%
FY95~98i$***" 8.37% 4.00% 4.37%
FY 99^2010;- 9.00% 6.00% 3.00%

* Department of Rwenue Fall 1993 Low-Case Revenue Forecast 
"  Eammgs reserve appropriated to Fund pnnapaJ by tfie Legislature July 1,1987. 

*** Transferred to pnnapaJ from earnings reserve account per AS 37.13.145(a).
**" Based on capital marfait assumptions adopted by the Trustees in Apnl 1993.

SENATE BILL 170



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993
I
i GROWTH OF FUND PR IN C IPA L

Dedicated Inflation-

i FY Begin Appro­ ptate Inflation- FY End Proofing

jFY Balance priations Revenues’ Proofing Balance Shortfall

I 78 0 54 54
79 54 84 139
80 139 344 483
81 483 900 385 1,769
82 1,769 800 400 2859
83 2,969 400 421 231 4,021
34 4,021 300 366 151 4838
35 ,,838 300 368 235 5,741
86 5741 323 216 6881
87 6,281 1854 ~ 170 148 7,864

88 7,864 418 303 8855
89 8,535 228 360 9,173
90 9,173 257 454 9894
01 9,894 435 559 10888
92 10,888 338 477 11,703
S3 11.703 5 315 362 12885

94 12,335 5 209 ' 37KT-S.•12375:
95 12^75 5 209 528 13,717
96 13,717 S 214 557 14,483
97 14,493 5 221 589 15806
98 15.308 6 230 622 16,166
99 16,166 4 222 984 17875

1 0 17,375 4 204 1,055 18,638
1 10,638 4 189 1,130 19861
2 19,961 4 177 1809 21851

H j 21,351 5 163 1-291 22812
4 22J112 5 153 1,378 24846
5 24848 5 130 1,470 25862
6 25862 5 128 1,568 27858
7 27,658 5 115 1,667 29,445

8 29,445 5 106 1,773 31830
9 31830 5 98 1,886 33819

10 33819 6 90 2.005 35,420
C uraulattre.TotalsiB rcjectecfc;. 
F o rE f tt9 9 4 K 2 flt0 fc ; l iU J &

-«*« ■

USE OF FUND INCOME
D i s t r i b u t i o n s R e s e r v e s

Net Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance [FY

2 1 78
8 7 79

32 12 12 60
150 23 28 59 59 l i l
368 71

8SoK

71 185 244 82
471 231 108 S386.15 110 110 354 ‘83
530 151 175 S33189 203 557 84
658 235 217 $40480 206 763 65

1,021 216 303 $55686 501 1,264 - 86
. 1,069 148 391 $708.19 529 529 87

789 303 424 $82683 62 591 88
868 360 460 $873.16 4 44 635 89
916 454 487 $95283 4 (30) 605 90

1,030 559 489 $33184 4 (24) 581 91
1,036 477 488 $91584 5 64 645 92
1826 362 532 $949.46 5 320 965 93

1,061 375'-• - &53 $96£M!\ 5- 1 2 2 W ® 94

1838 528 532 $90280 173 1,087 95
1,303 557 502 $82780 238 1,087 96
1,371 589 475 $76080 302 1,007 97
1,443 622 433 $67180 382 1,087 I s
1837 984 390 $58480 259 1,087 99
1,750 1,055 388 $56780 302 1,087 0
1,863 1,130 387 $55180 346 1,087 1

1892 1809 388 $53880 392 1,087 2
2,123 1891 389 $52100 438 1,087 3
2860 1 J /8 413 $54980 464 1,087 t.
2,404 1,470 438 $57280 492 1,087 5
2855 1,566 464 $59680 520 1,087 6

2,715 1,667 492 $62280 551 1,087 7
2,863 1,773 521 $64880 583 1,087 8
3,060 1886 552 $87100 617 1,087 9
3847 2.005 584 $70580 652 1.087 10

34308Si.
V • 2

REALIZED RATE OF RETURN ASSUMPTIONS:

NominM Inflation Real
FY94:. 7.71% 296% 4.73%

F r g s c o a s r r i 8.37% 4.00% 4.37%

FY99F2flt(».: 9.00% 6.00% 3.00%

* Department oi Revenue Fall 1933 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by the legislature July 1,1987. 

*”  Transferred to principal from earnings reserve account per AS 37.13.145(d). 
Based on caprtal martet assumptions adopted by the Trustees in Apnl 1993.

SENATE BILL 170 EXCEPT ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993

G R O W T H  O F  F U N D  P R I N C I P A L

Dedicated Inflation-
FY Begin Appro­ State Inflation- F! End Proofing

FY Balance priations Revenues* Proofing Balance Shortfall
78 0 54 54
79 54 84 139
30 139 344 483
31 483 900 385 1,769
82 1,769 300 400 2369
83 2,969 400 421 231 4,021
84 4,021 3 CO 366 151 4,838
85 4,838 300 368 235 5,741
86 5741 323 2115 6,281
87 6,281 1264 - 170 148 7,864
88 7,364 418 :kb 8,585
89 8,585 228 360 9,173
90 9,173 267 ••154 9,894
91 9,894 435 559 10388
92 10,338 338 477 11,703

11.703 5 315 362 12385

94 12,385. 5 ; 2D9V- 37SF 1 2 ^ 7 5 “ '

95 11975 5 209 528 13,717
96 13,717 5 214 557 14393
97 14,493 5 221 589 15,308
93 15,308 6 230 622 16,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17350
1 17,950 6 189 726 18371
2 18371 7 177 762 19316
3 19,816 7 165 800 20,788
4 20,788 7 153 838 21,787
5 21,787 8 139 877 22311
6 22311 8 128 918 23383
7 23,863 8 115 960 24346
8 24,946 9 106 1,002 26,063
9 26,063 9 98 1,047 27317

10 27217 10 90 1,093 28,409
C um uli^vfr-T oiala-firo lpcted-. #
For.FY ?1994- 2 0 1 0 5 t ^ ; '2 ; 7 7 Z T •v -1 3 £ 3 3 £ <

USE OF FUND INCOME
D istribu tion s R e s e r v e s .

Net irrtlation- Per Capita General Add FY End
Income Frootlng Dividends Dividends Fund (D'lete) Balance FY

2 1 7.''
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $33139 203 557 84
658 235 217 $404.00 206 763 85

1,021 216 303 $55636 501 1364 - 86
1,069 118 391 $708.19 529 529 87

789 303 424 $82633 62 591 88
868 360 460 $87116 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 439 $93134 4 (24) 581 91
1,036 477 488 $91534 5 64 645 92
1.226 362 532 $949.46 5 320 965 33
1,06*5 376 ■5-

-  ® 1108731. 94
1338 528 532 $90230 173 1361 95
1,318 557 503 $83030 * 252 1313 S3
1,408 589 481 $770.00 333 1,846 97
1309 622 445 $692.00 436 2382 98
1,622 656 435 $658.00 525 2307 99
1,744 690 471 S699.00 576 3383 0
1,872 725 512 $74100 628 4,012 1
2,007 762 556 $79330 682 4,633 2
2,149 800 605 $847.00 737 5,430 3
2397 838 657 $90100 796 6326 4
2,454 877 711 $961.00 857 7,083 5
2,617 918 770 £1,023.00 922 8,005 6
2,789 960 831 $1,08630 990 3,995 7
2,970 1,002 896 $1,15100 1,063 10,058 a
3,160 1,047 965 $1321.00 1,140 11,198 9
3360 1,093 1.037 $139430 1321 11419 To

355Z«?. 134R^Albi958aS1553aR” : .N :£~ . w AtSp! V  •

REALIZED RATE OF RETURN ASSUMPTIONS:

NomlneJ Inflation Real
FY 94: 7.71% 198% 4.73%
FY 35V 98t$tr:. 8.37% 4.00% 4.37%
FY 95*25107- 3.37% 4.00% 4.37%

' Department of Revenue Fall 1993 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by tfie Legislature July 1,1987. 
■** Transferred to pnnapal from earnings reserve account per AS 37.13.145(d), 
" "  Based on capital martlet assumptions adopted by the Trustees in Apnl 1993. 
SENATE BILL 170, BUT ASSUMES AN 837% RATE OF RETURN AND 
A 4% RATE OF INFLATION FOR ALL FISCAL YEAR S AFTER FY 1994



Alaska Permanent Fund Corporation

30,116

FINANCIAL PROJECTIONS 
(in millions)

a s  of N ov 8 m D er3 0 ,1993

GROWTH OF FUND PR IN C IPAL
f

Dedicated '  Inflation-
rY Begin Appro­ State Inflation- FY End Proofing

"FY Balance priations Revenues* Proofing Balance Shortfall
7a 0 54 54
79 54 64 139

T ff 139 144 483

J i 483 900 385 1,769
! 32 1,769 800 400 2,909
183 2,969 400 421 231 4,021

84 4,021 300 366 151 4,838
35 4,838 300 368 235 5,741
36 5741 323 216 6,281
87 6,281 U 6 4  " 170 148 7,864
88 7,854 418 303 8,585
89 3385 228 360 9,173
90 9,173 267 454 9,894
91 9394 435 559 10,888
92 10,888 338 477 11,703
33 11.703 5 **• 315 362 12.385

94 12,385—’V . . 5 209 376 12,975
95 12,975 5 209 528 13,717
96 13,717 s • 214 557 14.4S3
97 14,493 5 221 589 15,308
38 15308 6 230 622 16,166

1 9 16,166 6 222 655 17,049
“ ol 17,049 6 204 690 17,950

1 17,950 6 189 726 18^71
2 18,871 7 177 762 19,816
3 19,816 7 165 800 20,788

Li 20,788 7 153 ' 838 21,787

L i 21,787 8 139 877 22,811
5 22311 8 126 918 23,863
7 23,863 8 115 960 24,946

3 24,946 9 106 1,002 26,063
, 9 26,063 0 98 1,047 27,217

io 27317 10 90 1.093 28,409

USE OF FUND INCOME
D istribu tions Reserves

Not Inflation- Per Capita Genera* Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 231 108 5336.15 110 110 354 83
530 151 17S 533129 203 557 84
658 235 217 5404.00 20G 763 85

1,021 216 303 S55626 501 1,264 " v
1,069 148 391 $708.19 529- 529 87

789 303 424 $82623 62 591 88
868 360 460 $373.16 4 44 635 89
916 454 487 $952.53 4 (30) 605 90

1,030 559 489 $93124 4 (24) 581 91
1,036 477 488 $91524 5 64 645 92
1226 362 £32 .5949.46 5 320 965 33

1,061 376 553 $964JK) 5~ 122 1,087 94

1238 528 532 $902.00 173 1,087 95
1,303 557 502 $327.00 238 1,087 96
1,371 589 475 5760.00 302 1,087 97
1,443 622 433 $671.00 382 1,087 98
1,517 656 412 5620.00 444 1,087 99
1,594 690 432 $63620 465 1,087 0
1,672 726 453 $853.00 486 1,087 1
1,752 762 475 $670.00 508 1,087 2
1,834 800 497 5687.00 530 1,087 3
1,918 838 520 $705.00 553 1,087 4
2,005 * 877 544 $72220 576 1,087 5
2,094 918 568 $74120 600 1,087 6
2,185 960 593 $76020 625 1,087 7
2279 1,002 618 $779.00 650 1,087 8
2276 1,047 644 5798.00 676 1,087 9
2.477 1,093 671 $818.00 704 1.087 10

Cumulative.-Total*iProi«ct»d-
For FViT994>P2(HB3»v>. -C 2,7777̂  13m

'  Department of Revenue FaM 1993 Low-Case Revenue Forecast 
~  Earnings reserve appropriated to Fund principal by the Legislature July 1.1987.
*" Transferred to principal from earnings reserve account per AS 37.13.145(d).

Based on capital market assumptions adopted try the Trustees in Apnl 1993.
SENATE BILL 170, BUT ASSUMES AN 827% RATE OF RETURN AND 4% INFLATION 
AFTER FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND

REALIZED RATE OF RETURN ASSUMPTIONS: 

Nominal Inflation

8.37% 4.00% 4.37%
8.37% 4.00% 4.37%



Alaska Permanent Fund Corporation
f i n a n c i a l  p r o j e c t i o n s

(in millions)

as of November 30,1993
1
J

I

7 ?

GROWTH OF FUND PRINCIPAL 

Dedicated
FY Begin Appro* State inflation- FY End 
Saiar.M prlatlons Revenues' Proollm; Balance

Inflation-
Proofing
Snortlall

78 0 - 54 54

pZE
60

54
139

84
344

139
483

i l l 483 900 385 1,769

82 1,769 800 400 2,965

183 2.969 400 421 231 4,021

84 4,021 300 368 151 4,338
85 4,838 300 368 235 5,741

86 5741 313 216 6,281
87 6J281 1.264 - 170 143 7,664

88 7,064 413 303 8,585

189 8,585 228 380 9,173

£0 9,173 26? 454 9,8?4
91 9,894 435 559 10,883 »

92 10,868 338 477 11,703

S3 11,703 5 315 302 12.385

94 12,355 c*7 209 376 12,975

95 12,975 7 209 526 13,718

96 13,718 7 2I4 558 14,497 1|
'97 14,497 8 221 sea 15,314 1
JBl 15,314 8 230 622 16,175 1

1
; 9? 16,175 8 222 656 17.060 1

[ j 17,060 8 204 691 17303

Q 17,963 9 189 726 18,887

[ 2 18,887 9 177 763 15,338 |

G 19,836 9 165 800 20,811
20,811 10 153 m 21,813

5 21,813 11 139 879 '• '  22,341
5 22,841 11 126 919 23,898

7 23,698 12 115 961 24,985

L i 24,985 12 106 1,004 26,106
9 26,108 13 98 1,040 27.257

10 27267 14 9(1 1.095 28,466

Cu
Fo

mulatlvo Totals Projected 
r FY 1994 *2010: 2.777 13.954

USE OF FUND INCOME

D i s t r i b u t i o n s R ese rv es

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Ir.tlatior, f*eai
IFY 94: 7.71'o 2 ,ii% 1.73%
IFY 95-93: *— ?.93V, 4 00% 5.92$.
iFY 99* 2010: = :2? i 4,03ii 5.22';

• r̂ panme:;'. cl Revenue Fafe 1993 Low-Case Revenue Forer.asl.
"  Earnings reserve appropriated lo Fund principal by We Legislature July 1, 1987 

Transierrea .o pdr.cipa,' 7o:n earnings reserve account per AS 3/ 13 NS|d)
Eased cr. cairiiji meir.ei assumptions adopred by the Trustees in April 1?92 

SrNATE BH.L 17C, BUT ASSUMES A ^ 9 3 *  RATE OF RETURN AMO 4% INFLATION 
AFTER =>■ '9 9 f  AND ALL REMAINING EARNINGS TO GENERAL FUND

Nel Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance T*

2 1 7B
8 7 79

32 12 12 80

150 28 28 59 59 81
368 71 S1.GOO.OO 71 185 244 82
471 231 108 5386.15 110 110 354 83
530 151 175 $331.29 203 557 84

658 235 217 $404.00 206 763 85

1,021 216 303 $55626 501 1,264 " 86

1,069 148 391 $708.19 529 529 JJ7

789 303 424 $826.93 62 591 88

863 360 460 $073.16 4 44 635 99

916 454 487 $652.63 4 (30) 60S 90

1,030 559 489 $931.34 4 (24) 581 91

1.036 477 488 $915.84 5 64 645 92

1.225 362 532 S949.45 eV 320 955 93

1,061 376 553 $964.00 5 122 1,087 94

1,481 528 557 S948.Q0 389 1,087 95

1,559 553 554 $919.00 440 1,087 96

1,540 589 556 $897.00 488 1,087 97

1,726 622 543 $855.00 553 1,087 58

1,701 6S6 541 $830.00 496 1,087 99

1,786 691 556 $83X00 531 1,087 _ 0
1,374 • 726 572 $836.00 568 1,087 t

1,964 733 587 $640.00 605 1,087 1

2,056 800 603 $845.00 643 1,087 3

2.151 639 031 $966.00 671 1.087 4

2,249 875 660 $888.00 69S 1,087 _ 5

2.349 919 690 $911.00 729 1,087 S

2.451 9G1 720 $934.00 759 1,087 7

2,557 1,004 751 $958.00 790 1,087 a
2,667 1,049 783 $982.00 822 1,087 9

2.760 1.095 817 $1,007,00 855 1,087 10

34.052 13,054 10,675 $15,314 10.041



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993

FY

GROWTH OF FUND PRINCIPAL 

Dedicated
FY 3egln Appro- State Inflation- FY End 
Balance prlatlans Revenues’ Proofing Saience

Inflation*
Proofing
Shortfall

78 0 54 54
79 54 84 139
80 139 344 483
81 483 900 385 1,769
62 1,789 800 - - 400 2,969
83 2,969 400 421 231 4,021
M 4,321 300 366 151 4,838

[ 1 4,838 300 368 235 5,741
S6 5741 323 216 6,281
87 6,281 1,264 M 170 148 7,364
88 7,884 418 303 8,535
89 3iS5 228 360 5,173
90 9,173 267 454 8,894
9V 9,894 435 559 10,888

Ha 10,888 338 477 11,703
|=3 11.703 5 315 362 12.385

94 12,385 c*0 209 375 12,975
95 12.975 7 209 528 13,719

U6 13,719 B 214 558 14,498
_97i 14,498 6 221 589 15,316
rial 15,316 9 230 622 16,177

99 16,177 9 222 655 17,064
0 17,064 10 204 691 . 17,969
1 17,963 10 189 • 727 18,895
2 18,395 11 '77 763 19,846 I
3 19,546 12 165 801 20,824
4 20,824 13 153 84^ 21.830
5 21,830 13 139 879 22,862
6 22,862 14 126 9 2 0 -“ 23522

LZI 23,922 15 115 962 23514
8 25,014 16 106 1,005 26,142

"9 26,142 1? 98 1JJ50 27,307
10 27.307 18 SO 1,097 28,512
Cumulative Totals Projected 
For FY 1994 -2010: 2.777 13.064 -

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Real

U S E  O F  F U N D  I N C O M E

D is tr ib u tio n s R e s e r v e s
Net Inflation- Per Capita General Add FY End

Income Proofing Dividends Dividends Fund (Delete! Balance FY

2 1 78
8 7 J l

32 12 12 Bpj
ISO 28 28 59 59 bT
388 71 51,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $331.29 203 557 84
658 235 ' 217 $404.00 206 753 es

1,021 216 303 $556.26 501 1,264 ” 86
1,069 148 391 $708.19 529 329 37

789 303 424 5826.S3 62 391 88
868 360 460 5873.16 4 44 635 S3
918 454 487 $952.63 4- (30) 60S 90

1,030 559 489 $931.34 4 (24) 581 91
1.038 477 488 $915.34 5 54 645 92
1.226 362 532 $949.46 5 320 965 82

1,061 376 553 $964.00 5 122 1,0fl7 94

1,540 528 564 $959.00 442 1,067 95
1,522 558 567 $941.00 489 1,037 96
1,707 589 576 $931.00 534 1,087 97
1,795 622 570 $900.00 595 1,087 58,
1,889 656 588 $907.00 636 1,087 99
1,995 691 610 $931.00 666 1.087 0
2,082 727 648 $955.00 697 1,087 1
2,162 763 680 $981.00 723 1,087 2
2,285 601 713 $1,007.00 760 1,087 n
2,381 BOO 746 $1,033.00 793 1,087 t i

2,500 879 780 $1,059.00 827 1,087 5

2,511 920 315 $1,087.00 861 1,087 6
2,726 962 852 $1,115.00 897 1,087 7
2,844 1,005 889 $1,143.00 934 1,087 8
2,966 1,050 927 $1,172.00 972 1,087 9
3.092 1.097 967 $1,202.00 1,011 1,087 10

37,280 13.064 12.051 S17.2B7 11.946

iFY 94: 7.71% 2.95% 4.72%
iFY 95 - 38....... 10.31% 4.00% c.2:%
iFY S 9 -2010: 4 co% £31%

* Department of Revenue Foil 1933 Law-C2se Revenue Forecast 
“  Earnings reserve appropriated lo Fund principal by.lhe Legislature July 1, '.957.

*" Translnrret! Ic principal Irom earnings reserve account per AS 37 13.U£(-)
Sased or.csr.-tjO iT.afViet MVcTpi'ons Copied Dy the Trustees in Aprii 19S2 

SENATE BILL 170. BUT ASSUMES A 10 31% RATE OF RETURN AND 4% INFLATION 
AFTER FY IS?:, AMO ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a t  of November 30,1993

FY

GROWTH OF FUND PRINCIPAL 

Dedicated
FY Begin Appro- Stale Inflation- FY End 
Balance priationa Revenues' Prooflnn Balance

Inflation*
Proofing
Snortfall

2 h 0 54 54
79 54 84 139
60 139 —  344 483

~8V 453 900 385 1,769
S2 1,769 800 400 2.959

1 83 2,969 400 421 231 4,021
64 4.021 300 36S 151 4,838
85 4,838 300 358 236 5,741
86 5741 323 216 6,201
87 6,281 1,264 " 170 148 7.864
88 7,864 418 303 8,585
89 6,585 228 360 9,173
90 9,173 267 454 9,894
91 0,654 435 SS9 10,888
82 10.S58 338 477 11,703

j 93 11,703 5 ” • 315 362 12,385

94 12,385 5

S
’

CM 376 12,975
95 12,975 8 209 528 13,720
96 13,720 9 214 558 14,500
97 14,500 10 221 589 15,320 i

Ji] 15,320 10 230 622 16,183
j  99 16,153 11 222 657 17,073.

0 17,073 12 204 692 17,980
1 17,980 13 189 727 18,909
2 18,905 14 177 764 18,864
3 19,664 15 165 602 20,846
4 20.846 16 153 641 21,855
5 21.655 17 139 881 22,892
6 22.892 18 126 922 23,958
>1 25,956 20 115 964 25,056

__8i 25,056 21 106. 1.007 26,191
9 26,191 23 96 1,052 27,363

‘iff 27.363 24 90 1.099 23.577
Cumulative Totals Projected 
For FV 1994-2010: 2,777r - a .- ;* .- ,------------- ---- --  i . - r a s

13,079

Nit
income

U S E  O F  F U N D  I N C O M E  

D i s t r i b u t i o n s R e s e r v e s
Inflation*
Proofing Dividends

Par Capita 
Dividends

Ganstnl Add 
Fund (Delete)

FY End 
Salaneo FY

2 1 78
8 7 79

32 12 12 60
150 28 28 59 59 i i i
368 71 SI,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $331.29 203 557 84
658 235 217 $404.00 206 763 85

1,021 210 303 $556.26 501 1,264 - 86
1.009 148 391 $708.19 529 529 87

789 303 424 $826.93 62 591 Ml
868 360 460 $873.16 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 489 $931.34 4 (24) 581 91
1,036 477 488 $915.84 S 64 645 92
1.226 362 532 $949.46 5 320 965 93

1,061 376 553 5964,00 5 122 1,037 94

1,702 528 581 $989.00 565 1,087 95
1,792 558 602 $1,002.00 623 1,087 96
1,886 589 629 $1,022.00 658 1,087 97
1,585 622 644 $1,022.00 709 1.087 98
2.088 657 683 $1,060.00 738 1,087 99
2,194 692 717 $1,089.00 774 1,087 0
2,302 727 753 $1,117.00 809 1,087 1
2.413 764 790 $1,147.00 846 1,087 2
2,527 8C2 828 $1,178,00 683 1,087 3
2,644 841 857 $1,208.00 921 1,087 4
2,765 881 907 $1,239.00 960 1,087 6
2,889 922 948 $1,272.00 1,001 1,087 8
3,016 964 991 $1,305.00 1,042 1,087 7
3,148 1,007 1.034 $1,338.00 1,065 1,087 8
3,283 1,052 1,079 $1,372.00 1,129 1,087 9
3.424 1,059 1.125 $1,408.00 1.175 1,087 10

41,120 13,079 13.729 $19,732 J3JK4 .

REAJZED RATE OF RETURN ASSUMPTIONS

Nominal Inflation Reh«
FY 34. *7*% 98% ■173%
FY 95 • 98: " " 11 3L% j :  m
FY 99 *2010: < *

i • . 7 ■1.00% • 3.t*c

' Sepjt'iten! c ' fievenuv Fal1i?33 Lov.-Case Revenue Forecas'.
"  Esin,r, jr. reserve appropriated <c F jr.i principal by ttu Legislature July 1 195*

' "  ’■'.A.'ii'er'eJ *c p'mc.pji I crr earnings -eifrve acucunl per AS 37 13 I4~id;
Safe'.' ar cajMS< rr.d’Het jftumpl.cas aoopie:. oy !lw Trustees in Apni 1993 

SENATE E L . 170, BUT ASSUMES A 11.33% RATE OF RETURN AND 4% INFLAT'ON 
AH£R FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND
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S e n a t o r  R a n d y  P h i l l i p s
L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e ,  C h a i r m a n  

S t a t e  C a p i t o l  B u i l d i n g ,  R o o m  1 0 3  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S e n a t o r  P h i l l i p s :

T h a n k  y o u  f o r  p r o v i d i n g  u s  w i t h  I b b o t s o n ' s  r e p o r t  o n  t h e  a s s e t  a l l o c a t i o n  o f  t h e  A l a s k a  
P e r m a n e n t  F u n d  C o r p o r a t i o n  ( A P F C ) ,  W e  a r e  p l e a s e d  t o  p r o v i d e  t h i s  i n i t i a l  r e s p o n s e  
t o  t h e  r e p o r t .  C o m m u n i c a t i o n  o n  t h i s  i s s u e  w i l l  c o n t i n u e  a s  t h e  b o a r d  c o m m e n c e s  i t s  
a n n u a l  r e v i e w  o f  A P F C ’ s  a s s e t  a l l o c a t i o n  a t  t h e  F e b r u a r y  3  m e e t i n g  i n  J u n e a u .

S i n c e  A p r i l  1 9 9 3 ,  t h e  A P F C  h a s  b e e n  i n v o l v e d  w i t h  a  s i g n i f i c a n t  p o r t f o l i o  r e s t r u c t u r i n g  
p r o g r a m  u n d e r  t h e  d i r e c t i o n  o f  t h e  B o a r d  o f  T r u s t e e s .  U p o n  c o m p l e t i o n ,  t h e  A P F C  w i l l  
p l a c e  s i g n i f i c a n t l y  l e s s  e m p h a s i s  o n  p a s s i v e  i n v e s t m e n t  a n d  m o r e  o n  a c t i v e  
m a n a g e m e n t  o f  t h e  e q u i t y  s e c u r i t i e s  p o r t f o l i o .  T h i s  p r o g r a m  h a s  b e e n  u n d e r t a k e n  w i t h  
o u r  i n v e s t m e n t  c o n s u l t a n t ,  C a l l a n  A s s o c i a t e s ,  I n c .  ( C a l l a n ) ,  p r o v i d i n g  
r e c o m m e n d a t i o n s  a n d  a d v i c e  a t  e a c h  s t e p  o f  t h e  p r o g r a m .  O n c e  c o m p l e t e d ,  a  n u m b e r  
o f  t h e  i s s u e s  m e n t i o n e d  i n  t h e  I b b o t s o n  A s s o c i a t e s  A s s e t  A l l o c a t i o n  s t u d y  w i l l  h a v e  

b e e n  a d d r e s s e d .

A f t e r  r e a d i n g  t h e  I b b o t s o n  r e p o r t ,  C a l l a n  m a d e  t h e  f o l l o w i n g  o b s e r v a t i o n s :

1 .  R e c e n t  p e r f o r m a n c e  h a s  b e e n  g o o d  b e c a u s e  t h e  b o a r d  a n d  s t a f f  h a v e  d o n e  a  g o o d  
j o b  o f  a d o p t i n g  s o u n d  s t r a t e g i c  a l l o c a t i o n  p o l i c i e s  a n d  e m p l o y i n g  g o o d  m a n a g e r s .

2 .  M o v e m e n t  t o w a r d  c u r r e n t  s t r a t e g i c  t a r g e t s  a t  a n  a c c e l e r a t e d  p a c e  m a y  b e  
p a r t i c u l a r l y  i m p o r t a n t  s i n c e  m u c h  o f  t h e  s t r o n g  p e r f o r m a n c e  o v e r  t h e  p a s t  s e v e r a l  
y e a r s  i s  a t t r i b u t a b l e  t o  e x t r a o r d i n a r y  b o n d  r e t u r n s  w h i c h  a r e  u n l i k e l y  t o  c o n t i n u e  
g i v e n  t h e  c u r r e n t  l o w  l e v e l  o f  i n t e r e s t  r a t e s .  O b v i o u s l y ,  w e  a l l  a g r e e  w i t h  t h i s
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a s s e s s m e n t  a n d  y o u ,  t h r o u g h  s i g n i f i c a n t  f u n d i n g  o f  g l o b a l  p o r t f o l i o s  i n  r e c e n t  
m o n t h s ,  h a v e  a l r e a d y  e s s e n t i a l l y  r e a c h e d  d i e  s t r a t e g i c  t a r g e t  a l l o c a t i o n s .

3 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  d o m e s t i c  e q u i t y  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  a  
g r e a t e r  c o m m i t m e n t  t o  t h e  s m a l l  a n d  m i d - c a p  s e c t o r .  C a l l a n  s h a r e s  t h i s  v i e w  a n d  
y o u r  s t a f f  r e c o g n i z e s  d i e  u n d e r - r e p r e s e n t a t i o n  i n  t h i s  a r e a  a n d  p l a n s  t o  a d d r e s s  i t  
t h r o u g h  t h e  h i r i n g  o f  t w o  s m a l l / m i d - c a p  d o m e s d c  e q u i t y  m a n a g e r s  i n  t h e  f i r s t  h a l f  

o f  1 9 9 4 .

4 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  f i x e d - i n c o m e  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  e x p l i c i t  
a l l o c a t i o n s  t o  m a j o r  s e g m e n t s  s u c h  a s  m o r t g a g e s .  A s  d i s c u s s e d  a t  l e n g t h  a t  o u r  
r e c e n t  m e e t i n g ,  t h e  e f f e c t s  o f  s t a t u t o r y  l i m i t a d o n s  o n  f i x e d - i n c o m e  m a n a g e m e n t  
m u s t  b e  c a r e f u l l y  c o n s i d e r e d .  T h e  u s e  o f  d e r i v a d v e  s e c u r i t i e s ,  l o w e r - r a t e d  b o n d s  
a n d  n o n - U S $  d e n o m i n a t e d  b o n d s  a r e  a l l  i n f l u e n c e d  b y  c u r r e n t  ( s t a t u t o r y )  
r e s t r i c t i o n s .  I n  a d d i t i o n ,  m a n a g i n g  l i q u i d i t y  t o  m e e t  a n n u a l  d i v i d e n d  r e q u i r e m e n t s  
i s  i n c r e a s i n g l y  a f f e c t i n g  t h e  f i x e d - i n c o m e  p o r t f o l i o .  N o n e t h e l e s s ,  b r o a d e r  
d i v e r s i f i c a t i o n  o f  t h e  f i x e d - i n c o m e  e f f o r t  w a r r a n t s  f u r t h e r  d i s c u s s i o n  a n d  a l r e a d y  
h a s  b e e n  s c h e d u l e d  f o r  t h e  u p c o m i n g  b o a r d  m e e t i n g .  A s  a n  a s i d e ,  I  w a s  p l e a s e d  t o  
s e e  t h a t  I b b o t s o n  r e c o g n i z e d  t h e  f e e  s a v i n g s  a n d  g o o d  p e r f o r m a n c e  t h a t  h a s  b e e n  
a c h i e v e d  t o  d a t e .  I t  a l s o  i s  i m p o r t a n t  t o  n o t e  t h a t  a t  l e a s t  o v e r  t h e  p a s t  s e v e r a l  y e a r s  
a n  a l l o c a t i o n  t o  m o r t g a g e s  w o u l d  h a v e  h i n d e r e d  p e r f o r m a n c e .

5 .  I b b o t s o n ' s  e x p e c t e d  e q u i t y  r e t u r n s  a r e  e x t r a o r d i n a r i l y  h i g h  r e l a t i v e  t o  d i e  f i r m ' s  
e x p e c t e d  b o n d  r e t u r n s .  M u l e  I  s i n c e r e l y  h o p e  t h a t  t h e y  a r e  c o r r e c t ,  t h e  v e r y  l a r g e  
p r e m i u m s  a n d  t h e  h i g h  a b s o l u t e  l e v e l s  m a y  r e s u l t  i n  a n  u n d e r e s t i m a t i o n  o f  n e a r -  
t e r m  r i s k  a s s o c i a t e d  w i t h  m o r e  a g g r e s s i v e  s t r a t e g i e s .  R e l a t e d l y ,  w e ,  s t a f f  a n d  t h e  
b o a r d  h a v e  a l l  a c k n o w l e d g e d  t h a t  h e a v i e r  e q u i t y  c o m m i t m e n t  w o u l d  r e s u l t  i n  
g r e a t e r  e x p e c t e d  r e t u r n s  o v e r  t h e  l o n g  r u n  b u t  w e  a l l  a l s o  r e c o g n i z e  t h a t  s h o r t e r -  
t e r m  c o n s i s t e n c y  i n  r e t u r n s  i s  p a r t i c u l a r l y  i m p o r t a n t  t o  t h e  F u n d  s i n c e  t h e  a n n u a l  
d i v i d e n d  i s  p o t e n t i a l l y  a t  i s s u e .  F i n a l l y ,  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  t h e  " a g g r e s s i v e "  
a l t e r n a t i v e  s u g g e s t e d  r e s u l t s  i n  f u l l  u t i l i z a t i o n  o f  t h e  s t a t u t o r y  e q u i t y  m a x i m u m  o f  

5 0 % .

6 .  I b b o t s o n  v e r y  c l e a r l y  a d v i s e s  t h a t  t h e  b o a r d  c o n t r o l  a s s e t  a l l o c a t i o n  a t  a  m o r e  m i c r o  
l e v e l  t h a n  i t  h a s  i n  t h e  p a s t .  S p e c i a l l y ,  t h e  s t u d y  a d v i s e s  t h a t  t h e  b o a r d  s e t  s p e c i f i c  
a l l o c a t i o n s  w i t h i n  t h e  f i x e d - i n c o m e  a n d  d o m e s t i c  e q u i t y  a r e a s  a n d  m a k e  e x t e n s i v e  
u s e  o f  s p e c i a l i s t s  i n  t h e  i n t e r n a t i o n a l  a r e a .  T h e  d i r e c t i o n s  s u g g e s t e d  a r e  c o n t r a r y  t o  
t h e  b o a r d ' s  m o v e m e n t  t o w a r d  p r o v i d i n g  l e s s  r e s t r i c t i v e  g u i d e l i n e s  t o  i t s  m a n a g e r s ,  
p a i  t i c u l a r l y  t h e  g l o b a l  m a n a g e r s .  I  t h i n k  t h a t  t h i s  i s  a n  i m p o r t a n t  i s s u e  t h a t  a l r e a d y  
h a s  b e e n  d i s c u s s e d  a t  l e n g t h  d u r i n g  1 9 9 3  a n d  w a r r a n t s  c o n t i n u e d  c l o s e  m o n i t o r i n g
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a n d  r e v i e w  a s  w e  g a i n  e x p e r i e n c e  w i t h  t h e  c u r r e n t  s t r u c t u r e .  M y  c u r r e n t  v i e w  i s  
t h a t  t h e  b o a r d ' s  b a s i c  a s s e t  a l l o c a t i o n  p l a n ,  w h i l e  t h e o r e t i c a l l y  v u l n e r a b l e  t o  t h e  
a c t i o n s  o f  t h e  m a n a g e r s ,  w i l l  n o t  b e  a d v e r s e l y  a f f e c t e d .  E a c h  m a n a g e r  h a s  i n d i c a t e d  
t h a t  i t  i s  h i g h l y  u n l i k e l y  t h a t  t h e y  w o u l d  m a k e  s u d d e n  d r a m a t i c  s h i f t s  f r o m  d o m e s t i c  
t o  i n t e r n a t i o n a l  p o r t f o l i o s .  W e ,  t h e r e f o r e ,  w i l l  b e  a b l e  t o  i d e n t i f y  a n y  p o t e n t i a l  
p r o b l e m  b e f o r e  i t  u n d e r m i n e s  t h e  p r o g r a m .  Y o u  a r e  c o n t i n u i n g  t o  u s e  s o m e  
s p e c i a l i s t s  i n t e r n a t i o n a l l y  a n d  a r e  p l a n n i n g  t o  a d d  s p e c i a l i s t s  i n  d o m e s t i c  m i d - c a p  
s e c u r i t i e s .  I n  s u m ,  I b b o t s o n ' s  m a n a g e m e n t  s t r u c t u r e  c o m m e n t s  a r e  i m p o r t a n t  a n d  I  
a g r e e  t h a t  t h e  s t r u c t u r e ,  p a r t i c u l a r l y  t h e  d o m e s t i c  s t r u c t u r e ,  s h o u l d  b e  o n  t h e  b o a r d ’ s  

a g e n d a  f o r  1 9 9 4 .

T h e  s t a f f  o f  t h e  A P F C  a g r e e  w i t h  C a l l a n ' s  r e m a r k s .  S h o u l d  t h e  L e g i s l a t i v e  B u d g e t  &  
A u d i t  C o m m i t t e e  ( L B & A )  l i k e  t o  d i s c u s s  i n  g r e a t e r  d e t a i l  t h e s e  c o n c l u s i o n s ,  w e  
r e c o m m e n d  t h a t  m y s e l f  a n d  a  r e p r e s e n t a t i v e  o f  C a l l a n  A s s o c i a t e s ,  I n c .  b e  i n v i t e d  t o  
a p p e a r  b e f o r e  t h e  C o m m i t t e e .  T h e  A P F C  w o u l d  b e  p l e a s e d  t o  m a k e  t h e  n e c e s s a r y  

a r r a n g e m e n t s .

W e  w o u l d  l i k e  t o  e x p r e s s  o u r  a p p r e c i a t i o n  f o r  L B & A ' s  e f f o r t s  a n d  t h o s e  o f  I b b o t s o n  i n  
c o n d u c t i n g  t h i s  r e v i e w .  I t  i s  a l w a y s  h e l p f u l  t o  r e c e i v e  m o r e  t h a n  o n e  i n d e p e n d e n t  v i e w  
o f  t h i s  m o s t  i m p o r t a n t  s u b j e c t  o f  a s s e t  a l l o c a t i o n .  I n  a d d i t i o n ,  w e  w o u l d  b e  p l e a s e d  t o  
h a v e  I b b o t s o n  p r e s e n t  t h e i r  r e p o r t  t o  t h e  B o a r d  o f  T r u s t e e s  a t  i t s  m e e t i n g  o n  F e b r u a r y  3 ,  
1 9 9 4  a t  t h e  A P F C  o f f i c e s  i n  J u n e a u .

S i n c e r e l y ,

W i l l i a m  H .  S c o t t  
E x e c u t i v e  D i r e c t o r
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S e n a t o r  R a n d y  P h i l l i p s
L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e ,  C h a i r m a n  
S t a t e  C a p i t o l  B u i l d i n g ,  R o o m  1 0 3  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S e n a t o r  P h i l l i p s :

T h a n k  y o u  f o r  p r o v i d i n g  u s  w i t h  I b b o t s o n ' s  r e p o r t  o n  t h e  a s s e t  a l l o c a t i o n  o f  t h e  A l a s k a  
P e r m a n e n t  F u n d  C o r p o r a t i o n  ( A P F C ) .  W e  a r e  p l e a s e d  t o  p r o v i d e  t h i s  i n i t i a l  r e s p o n s e  
t o  t h e  r e p o r t .  C o m m u n i c a t i o n  o n  t h i s  i s s u e  w i l l  c o n t i n u e  a s  t h e  b o a r d  c o m m e n c e s  i t s  
a n n u a l  r e v i e w  o f  A P F C ' s  a s s e t  a l l o c a t i o n  a :  t h e  F e b r u a r y  3  m e e t i n g  i n  J u n e a u .

S i n c e  A p r i l  1 9 9 3 ,  t h e  A P F C  h a s  b e e n  i n v o l v e d  w i t h  a  s i g n i f i c a n t  p o r t f o l i o  r e s t r u c t u r i n g  
p r o g r a m  u n d e r  t h e  d i r e c t i o n  o f  t h e  B o a r d  o f  T r u s t e e s .  U p o n  c o m p l e t i o n ,  t h e  A P F C  w i l l  
p l a c e  s i g n i f i c a n t l y  l e s s  e m p h a s i s  o n  p a s s i v e  i n v e s t m e n t  a n d  m o r e  o n  a c t i v e  
m a n a g e m e n t  o f  t h e  e q u i t y  s e c u r i t i e s  p o r t f o l i o .  T h i s  p r o g r a m  h a s  b e e n  u n d e r t a k e n  w i t h  
o u r  i n v e s t m e n t  c o n s u l t a n t *  C a l l a n  A s s o c i a t e s ,  I n c .  ( C a l l a n ) ,  p r o v i d i n g  
r e c o m m e n d a t i o n s  a n d  a d v i c e  a t  e a c h  s t e p  o f  t h e  p r o g r a m .  O n c e  c o m p l e t e d ,  a  n u m b e r  
o f  t h e  i s s u e s  m e n t i o n e d  i n  t h e  I b b o t s o n  A s s o c i a t e s  A s s e t  A l l o c a t i o n  s t u d y  w i l l  h a v e  

b e e n  a d d r e s s e d .

A f t e r  r e a d i n g  t h e  I b b o t s o n  r e p o r t ,  C a l l a n  m a d e  t h e  f o l l o w i n g  o b s e r v a t i o n s :

1 .  R e c e n t  p e r f o r m a n c e  h a s  b e e n  g o o d  b e c a u s e  t h e  b o a r d  a n d  s t a f f  h a v e  d o n e  a  g o o d  
j o b  o f  a d o p t i n g  s o u n d  s t r a t e g i c  a l l o c a t i o n  p o l i c i e s  a n d  e m p l o y i n g  g o o d  m a n a g e r s .

2 .  M o v e m e n t  t o w a r d  c u r r e n t  s t r a t e g i c  t a t  g e t s  a t  a n  a c c e l e r a t e d  p a c e  m a y  b e  
p a r t i c u l a r l y  i m p o r t a n t  s i n c e  m u c h  o f  t h e  s t r o n g  p e r f o r m a n c e  o v e r  t h e  p a s t  s e v e r a l  
y e a r s  i s  a t t r i b u t a b l e  t o  e x t r a o r d i n a r y  b o n d  r e t u r n s  w h i c h  a r e  u n l i k e l y  t o  c o n t i n u e  
g i v e n  t h e  c u r r e n t  l o w  l e v e l  o f  i n t e r e s t  r a t e s .  O b v i o u s l y ,  w e  a l l  a g r e e  w i t h  t h i s
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a s s e s s m e n t  a n d  y o u ,  t h r o u g h  s i g n i f i c a n t  f u n d i n g  o f  g l o b a l  p o r t f o l i o s  i n  r e c e n t  
m o n t h s ,  h a v e  a l r e a d y  e s s e n t i a l l y  r e a c h e d  t h e  s t r a t e g i c  t a r g e t  a l l o c a t i o n s .

3 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  d o m e s t i c  e q u i t y  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  a  
g r e a t e r  c o m m i t m e n t  t o  t h e  s m a l l  a n d  m i d - c a p  s e c t o r .  C a l l a n  s h a r e s  t h i s  v i e w  a n d  
y o u r  s t a f f  r e c o g n i z e s  t h e  u n d e r - r e p r e s e n t a t i o n  i n  t h i s  a r e a  a n d  p l a n s  t o  a d d r e s s  i t  
t h r o u g h  t h e  h i r i n g  o f  t w o  s m a l l / m i d - c a p  d o m e s t i c  e q u i t y  m a n a g e r s  i n  t h e  f i r s t  h a l f  

o f  1 9 9 4 .

4 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  f i x e d - i n c o m e  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  e x p l i c i t  
a l l o c a t i o n s  t o  m a j o r  s e g m e n t s  s u c h  a s  m o r t g a g e s .  A s  d i s c u s s e d  a t  l e n g t h  a t  o u r  
r e c e n t  m e e t i n g ,  t h e  e f f e c t s  o f  s t a t u t o r y  l i m i t a t i o n s  o n  f i x e d - i n c o m e  m a n a g e m e n t  
m u s t  b e  c a r e f u l l y  c o n s i d e r e d .  T h e  u s e  o f  d e r i v a t i v e  s e c u r i t i e s ,  l o w e r - r a t e d  b o n d s  
a n d  n o n - U S $  d e n o m i n a t e d  b o n d s  a r e  a l l  i n f l u e n c e d  b y  c u r r e n t  ( s t a t u t o r y )  
r e s t r i c t i o n s .  I n  a d d i t i o n ,  m a n a g i n g  l i q u i d i t y  t o  m e e t  a n n u a l  d i v i d e n d  r e q u i r e m e n t s  
i s  i n c r e a s i n g l y  a f f e c t i n g  t h e  f i x e d - i n c o m e  p o r t f o l i o .  N o n e t h e l e s s ,  b r o a d e r  
d i v e r s i f i c a t i o n  o f  t h e  f i x e d - i n c o m e  e f f o r t  w a r r a n t s  f u r t h e r  d i s c u s s i o n  a n d  a l r e a d y  
h a s  b e e n  s c h e d u l e d  f o r  t h e  u p c o m i n g  b o a r d  m e e t i n g .  A s  a n  a s i d e ,  I  w a s  p l e a s e d  t o  

s e e  t h a t  I b b o t s o n  r e c o g n i z e d  t h e  f e e  s a v i n g s  a n d  g o o d  p e r f o r m a n c e  t h a t  h a s  b e e n  
a c h i e v e d  t o  d a t e .  I t  a l s o  i s  i m p o r t a n t  t o  n o t e  t h a t  a t  l e a s t  o v e r  t h e  p a s t  s e v e r a l  y e a r s  
a n  a l l o c a t i o n  t o  m o r t g a g e s  w o u l d  h a v e  h i n d e r e d  p e r f o r m a n c e .

5 .  I b b o t s o n ’ s  e x p e c t e d  e q u i t y  r e t u r n s  a r e  e x t r a o r d i n a r i l y  h i g h  r e l a t i v e  t o  t h e  f i r m ' s  
e x p e c t e d  b o n d  r e t u r n s .  W h i l e  I  s i n c e r e l y  h o p e  t h a t  t h e y  a r e  c o r r e c t ,  t h e  v e r y  l a r g e  
p r e m i u m s  a n d  t h e  h i g h  a b s o l u t e  l e v e l s  m a y  r e s u l t  i n  a n  u n d e r e s t i m a t i o n  o f  n e a r -  
t e r m  r i s k  a s s o c i a t e d  w i t h  m o r e  a g g r e s s i v e  s t r a t e g i e s .  R e l a t e d l y ,  w e ,  s t a f f  a n d  t h e  
b o a r d  h a v e  a l l  a c k n o w l e d g e d  t h a t  h e a v i e r  e q u i t y  c o m m i t m e n t  w o u l d  r e s u l t  i n  
g r e a t e r  e x p e c t e d  r e t u r n s  o v e r  t h e  l o n g  r u n  b u t  w e  a l l  a l s o  r e c o g n i z e  t h a t  s h o r t e r -  
t e r m  c o n s i s t e n c y  i n  r e t u r n s  i s  p a r t i c u l a r l y  i m p o r t a n t  t o  t h e  F u n d  s i n c e  t h e  a n n u a l  
d i v i d e n d  i s  p o t e n t i a l l y  a t  i s s u e .  F i n a l l y ,  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  t h e  ' ' a g g r e s s i v e "  
a l t e r n a t i v e  s u g g e s t e d  r e s u l t s  i n  f u l l  u t i l i z a t i o n  o f  t h e  s t a t u t o r y  e q u i t y  m a x i m u m  o f  

5 0 % .

6 .  I b b o t s o n  v e r y  c l e a r l y  a d v i s e s  t h a t  t h e  b o a r d  c o n t r o l  a s s e t  a l l o c a t i o n  a t  a  m o r e  m i c r o  
l e v e l  t h a n  i t  h a s  i n  t h e  p a s t .  S p e c i a l l y ,  t h e  s t u d y  a d v i s e s  t h a t  t h e  b o a r d  s e t  s p e c i f i c  
a l l o c a t i o n s  w i t h i n  t h e  f i x e d - i n c o m e  a n d  d o m e s t i c  e q u i t y  a r e a s  a n d  m a k e  e x t e n s i v e  
u s e  o f  s p e c i a l i s t s  i n  t h e  i n t e r n a t i o n a l  a r e a  H i e  d i r e c t i o n s  s u g g e s t e d  a r e  c o n t r a r y  t o  
t h e  b o a r d ' s  m o v e m e n t  t o w a r d  p r o v i d i n g  l e s s  r e s t r i c t i v e  g u i d e l i n e s  t o  i t s  m a n a g e r s ,  
p a r t i c u l a r l y  t h e  g l o b a l  m a n a g e r s .  I  t h i n k  t h a t  t h i s  i s  a n  i m p o r t a n t  i s s u e  t h a t  a l r e a d y  
h a s  b e e n  d i s c u s s e d  a t  l e n g t h  d u r i n g  1 9 9 3  a n d  w a r r a n t s  c o n t i n u e d  c l o s e  m o n i t o r i n g
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a n d  r e v i e w  a s  w e  g a i n  e x p e r i e n c e  w i t h  t h e  c u r r e n t  s t r u c t u r e .  M y  c u r r e n t  v i e w  i s  
t h a t  t h e  b o a r d ' s  b a s i c  a s s e t  a l l o c a t i o n  p l a n ,  w h i l e  t h e o r e t i c a l l y  v u l n e r a b l e  t o  t h e  
a c t i o n s  o f  t h e  m a n a g e r s ,  w i l l  n o t  b e  a d v e r s e l y  a f f e c t e d .  E a c h  m a n a g e r  h a s  i n d i c a t e d  
t h a t  i t  i s  h i g h l y  u n l i k e l y  t h a t  t h e y  w o u l d  m a k e  s u d d e n  d r a m a t i c  s h i f t s  f r o m  d o m e s t i c  
t o  i n t e r n a t i o n a l  p o r t f o l i o s .  W e ,  t h e r e f o r e ,  w i l l  b e  a b l e  t o  i d e n t i f y  a n y  p o t e n t i a l  
p r o b l e m  b e f o r e  i t  u n d e r m i n e s  t h e  p r o g r a m .  Y o u  a r e  c o n t i n u i n g  t o  u s e  s o m e  
s p e c i a l i s t s  i n t e r n a t i o n a l l y  a n d  a r e  p l a n n i n g  t o  a d d  s p e c i a l i s t s  i n  d o m e s t i c  m i d - c a p  
s e c u r i t i e s .  I n  s u m ,  I b b o t s o n ' s  m a n a g e m e n t  s t r u c t u r e  c o m m e n t s  a r e  i m p o r t a n t  a n d  I  
a g r e e  t h a t  t h e  s t r u c t u r e ,  p a r t i c u l a r l y  t h e  d o m e s t i c  s t r u c t u r e ,  s h o u l d  b e  o n  t h e  b o a r d ’ s  

a g e n d a  f o r  1 9 9 4 .

T h e  s t a f f  o f  t h e  A P F C  a g r e e  w i t h  C a l l a n ' s  r e m a r k s .  S h o u l d  t h e  L e g i s l a t i v e  B u d g e t  &  
A u d i t  C o m m i t t e e  ( L B & A )  l i k e  t o  d i s c u s s  i n  g r e a t e r  d e t a i l  t h e s e  c o n c l u s i o n s ,  w e  
r e c o m m e n d  t h a t  m y s e l f  a n d  a  r e p r e s e n t a t i v e  o f  C a l l a n  A s s o c i a t e s ,  I n c .  b e  i n v i t e d  t o  
a p p e a r  b e f o r e  t h e  C o m m i t t e e .  T h e  A P F C  w o u l d  b e  p l e a s e d  t o  m a k e  t h e  n e c e s s a r y  

a r r a n g e m e n t s .

W e  w o u l d  l i k e  t o  e x p r e s s  o u r  a p p r e c i a t i o n  f o r  L B & A ' s  e f f o r t s  a n d  t h o s e  o f  I b b o t s o n  i n  
c o n d u c t i n g  t h i s  r e v i e w .  I t  i s  a l w a y s  h e l p f u l  t o  r e c e i v e  m o r e  t h a n  o n e  i n d e p e n d e n t  v i e w  
o f  t h i s  m o s t  i m p o r t a n t  s u b j e c t  o f  a s s e t  a l l o c a t i o n .  I n  a d d i t i o n ,  w e  w o u l d  b e  p l e a s e d  t o  
h a v e  I b b o t s o n  p r e s e n t  t h e i r  r e p o r t  t o  t h e  B o a r d  o f  T r u s t e e s  a t  i t s  m e e t i n g  o n  F e b r u a r y  3 ,  

1 9 9 4  a t  t h e  A P F C  o f f i c e s  i n  J u n e a u .

S i n c e r e l y ,

E x e c u t i v e  D i r e c t o r
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S u m m a i y  o f  R e c o m m e n d a t i o n s

C u r r e n t l y ,  t h e  A l a s k a  P e r m a n e n t  F u n d  i s  a  w e l l  d i v e r s i f i e d  p o r t f o l i o  t h a t  h a s  e n j o y e d  
t r e m e n d o u s  s u c c e s s  i n  r e c e n t  y e a r s .  T h i s  s u c c e s s  i s  m a i n l y  d u e  t o  t h e  B o a r d ' s  
k n o w l e d g e  o f  t h e  i m p o r t a n c e  o f  a s s e t  a l l o c a t i o n  a n d  i t s  c o m m i t m e n t  t o  d i v e r s i f i c a t i o n .  
T h i s  h a s  r e s u l t e d  i n  t h e  F u n d  e a r n i n g  h i g h  r a t e s  o f  r e t u r n  a t  r e l a t i v e l y  c o n s e r v a t i v e  
l e v e l s  o f  r i s k .  T h e  F u n d  i s  w e l l  p o s i t i o n e d  t o  r e a p  t h e  b e n e f i t s  o f  d i v e r s i f i c a t i o n ,  h a v i n g  
m a d e  i n v e s t m e n t s  i n  m a n y  d i f f e r e n t  a s s e t  c l a s s e s ,  b o t h  d o m e s t i c  a n d  i n t e r n a t i o n a l .
A l s o ,  t h e  F u n d  a p p e a r s  t o  b e  e f f i c i e n t l y  m a n a g e d ,  e m p l o y i n g  r e p u t a b l e  a n d  c a p a b l e  
m a n a g e r s  f o r  b o t h  i t s  e q u i t y  a n d  f i x e d  i n c o m e  a s s e t s .  T h e  F u n d  h a s  t h e  b e e n  a b l e  t o  
m a n a g e  i t s  s u b s t a n t i a l  f i x e d  i n c o m e  p o r t f o l i o  e n t i r e l y  i n - h o u s e ,  k e e p i n g  a d m i n i s t r a t i v e  
c o s t s  a n d  o u t s i d e  m a n a g e m e n t  f e e s  t o  a  m i n i m u m .  S e v e r a l  i m p o r t a n t  i s s u e s  m u s t  b e  
a d d r e s s e d ,  h o w e v e r ,  i n  o r d e i  o  e n s u r e  t h e  F u a d ' s  c o n t i n u e d  s u c c e s s .

O u r  a n a l y s i s  s u g g e s t s  t h e  P e r m a n e n t  F u n d  s h o u l d  a l t e r  i t s  a s s e t  a l l o c a t i o n  p o l i c y  i n  
o r d e r  f o r  t h e  F u n d  t o  e n j o y  r e t u r n s  s i m i l a r  t o  t h o s e  i t  h a s  e a r n e d  i n  r e c e n t  y e a r s .  
S p e c i f i c a l l y ,  t h e  B o a r d  s h o u l d  c o n s i d e r  t h e  f o l l o w i n g  a c t i o n s :

► R e v i s e  i t s  c u r r e n t  t h r e e - y e a r  t a r g e t  a s s e t  m i x  t o  i n c l u d e  a  l a r g e r  a l l o c a t i o n  
t o  d o m e s t i c  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t i e s ,  E u r o p e a n ,  P a c i f i c  R i m  
a n d  e m e r g i n g  m a r k e t  e q u i t i e s ,  a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s .

► A d o p t  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  s t y l e  b y  a l l o c a t i n g  a  l a r g e r  p e r c e n t a g e  
o f  F u n d  a s s e t s  t o  e q u i t y  a s s e t s  a n d  r e a l  e s t a t e .

► R e v i s e  i t s  e q u i t y  m a n a g e m e n t  p l a n  b y  s e t t i n g  s p e c i f i c  a l l o c a t i o n s  f o r  
i n t e r n a t i o n a l  a n d  d o m e s t i c  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t y  m a n a g e r s .

► S e t  s p e c i f i c  t a r g e t  a l l o c a t i o n s  a c r o s s  f i x e d  i n c o m e  s e c t o r s .

B y  i m p l e m e n t i n g  t h e s e  c h a n g e s ,  t h e  B o a r d  c a n  h e l p  e n s u r e  t h a t  t h e  P e r m a n e n t  F u n d  
w i l l  a c h i e v e  t h e  h i g h e s t  e x p e c t e d  r e t u r n  f o r  i t s  c h o s e n  r i s k  l e v e l .  T h i s  w i l l  h e l p  t h e  
B o a r d  a c h i e v e  i t s  s t a t u t o r y  g o a l s  o f  m a x i m i z i n g  t o t a l  F u n d  r e t u r n  a n d  p r o v i d i n g  t h e  
m a x i m u m  a m o u n t  o f  d i s p o s a b l e  i n c o m e  t o  A l a s k a ' s  c i t i z e n s .



T h i s  r e p o r t  p r e s e n t s  r e c o m m e n d a t i o n s  c o n c e r n i n g  t h e  A l a s k a  P e r m a n e n t  F u n d .  T h e  
f i r s t  s e c t i o n  p r o v i d e s  b a c k g r o u n d  i n f o r m a t i o n  o n  t h e  p r o c e d u r e s  w e  u s e d  t o  p e r f o r m  t h e  
a s s e t  a l l o c a t i o n  s t u d y .  T n e  s e c o n d  s e c t i o n  s u g g e s t s  i m p r o v e m e n t s  f o r  t h o s e  p o r t f o l i o s ,  
a n d  o u t l i n e s  a  t h i r d  p o r t f o l i o  s u i t e d  t o  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  p h i l o s o p h y .  T h e  
f i n a l  s e c t i o n  p r o v i d e s  g u i d a n c e  o n  s e v e r a l  i m p o r t a n t  i m p l e m e n t a t i o n  i s s u e s .

I. Analyzing an Investment Portfolio

A  f i r s t  s t e p  i n  a n a l y z i n g  a n  i n v e s t m e n t  p o r t f o l i o  i s  d e t e r m i n i n g  w h e t h e r  t h e  p o r t f o l i o  
a d e q u a t e l y  c o m p e n s a t e s  t h e  i n v e s t o r  f o r  t a k i n g  r i s k .  I d e a l l y ,  t h e  p o r t f o l i o  i s  efficient i n  
p r o v i d i n g  r e t u r n  t o  t h e  i n v e s t o r ;  i . e . ,  t h e  p o r t f o l i o  p r o v i d e s  t h e  m o s t  r e t u r n  p o s s i b l e  f o r  
t h e  a m o u n t  o f  r i s k  t a k e n .  I n  r e a l i t y ,  h o w e v e r ,  f e w  p o r t f o l i o s  a c c o m p l i s h  t h i s  o b j e c t i v e .

Defining Asset Classes

I n  o r d e r  t o  a n a l y z e  t h e  F u n d ' s  p o r t f o l i o ,  w e  h a d  t o  d e c i d e  w h i c h  a s s e t s  t o  i n c l u d e  i n  t h e  
F u n d ' s  i n v e s t m e n t  u n i v e r s e .  C u r r e n t l y ,  e  F u n d  i n v e s t s  i n  1 2  d i f f e r e n t  a s s e t  c l a s s e s  
t h a t  c o m p r i s e  s i x  m a i n  c a t e g o r i e s .  T h e  b e n c h m a r k s  u s e d  t o  r e p r e s e n t  e a c h  a s s e t  c l a s s  
i n  o u r  a n a l y s i s  a r e  l i s t e d  i n  A p p e n d i x  A  a t  t h e  e n d  o f  t h i s  r e p o r t .  T h e  a s s e t  c l a s s e s  u s e d  
i n  o u r  s t u d y  a r e  a s  f o l l o w s :

U.S. Equity Assent Non-U.S. Fixed Income Assets

Large Capitalization Intermediate-Term Government/Corporate Bonds
Mid/Small Capitalization Long-Term Government/Corporate Bonds

Mortgage-Backed Securities
Non-U.S. Equity Assets

Non-U.S. Fixed Income Assets
Canada
Europe Non-U.S. Government Bonds
Pacific
Emerging Markets Cash
Other A ssets U.S. Treasury Bills
Real Estate
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W e  a l s o  h a d  t o  f o r e c a s t  t h r e e  e s t i m a t e s  f o r  e a c h  a s s e t  c l a s s :  e x p e c t e d  r e t u r n ,  e x p e c t e d  
r i s k  ( a s  m e a s u r e d  b y  s t a n d a r d  d e v i a t i o n ) ,  a n d  e x p e c t e d  r e t u r n  c o r r e l a t i o n  b e t w e e n  
a s s e t s .  S u m m a r y  t a b l e s  o f  o u r  f o r e c a s t s  a r e  p r o v i d e d  i n  A p p e n d i x  B .  I t  i s  i m p o r t a n t  t o  
n o t e  t h a t  o u r  r e t u r n ,  r i s k ,  a n d  c o r r e l a t i o n  f o r e c a s t s  a r e  long-term —  t h e y  a p p l y  t o  a n  
i n v e s t m e n t  h o r i z o n  o f  1 0  y e a r s  o r  m o r e .  O u r  f o r e c a s t s  a r e  p a s s i v e  i n  n a t u r e  a n d ,  
t h e r e f o r e ,  w o u l d  n o t  c h a n g e  d r a m a t i c a l l y  i f  w e  w e r e  t o  r e c a l c u l a t e  t h e m  a  y e a r  f r o m  
n o w .  C o n s e q u e n t l y ,  t h e  p o r t f o l i o  a l l o c a t i o n s  w e  r e c o m m e n d  w i l l  r e m a i n  s t a b l e  o v e r  a  
v e r y  l o n g  t i m e  p e r i o d ,  a n d  w i l l  r e q u i r e  f e w  c h a n g e s  o v e r  a  l o n g - t e r m  i n v e s t m e n t  h o r i z o n .

T h e  b a s i s  f o r  o u r  e q u i t y  r e t u r n  f o r e c a s t s  i s  t h e  r i s k - f r e e  r a t e  o f  r e t u r n  a n d  t h e  h i s t o r i c a l  
p r e m i u m ,  c a l l e d  a n  e q u i t y  r i s k  p r e m i u m ,  t h a t  i s  d e m a n d e d  b y  i n v e s t o r s  f o r  h o l d i n g  r i s k y  
a s s e t s .  W e  u s e  t h e  h i s t o r i c a l  p r e m i u m  b e c a u s e  t h e  a m o u n t  b y  w h i c h  c o m m o n  s t o c k s  
h a v e  o u t p e r f o r m e d  r i s k - f r e e  g o v e r n m e n t  b o n d s  h a s  b e e n  c o n s i s t e n t  o v e r  t i m e .  T h e  l o n g ­
t e r m  e q u i t y  r i s k  p r e m i u m  f o r  l a r g e  c a p i t a l i z a t i o n  d o m e s t i c  e q u i t i e s  o v e r  t h e  p e r i o d  
J a n u a r y  1 9 2 6  t o  S e p t e m b e r  1 9 9 3  w a s  7 . 2 5  p e r c e n t .  A l s o ,  m a n y  r e s e a r c h e r s  h a v e  f o u n d  
t h a t ,  a s  t h e  r i s k  o f  a n  i n v e s t m e n t  i n c r e a s e s ,  s o  d o e s  i t s  e x p e c t e d  r e t u r n .  F o r  t h i s  r e a s o n ,  
w e  f o r e c a s t  t h e  e x p e c t e d  r e t u r n  o f  o t h e r  e q u i t y  a s s e t  c l a s s e s ,  s u c h  a s  d o m e s t i c  s m a l l  
c a p i t a l i z a t i o n  e q u i t i e s  a n d  i n t e r n a t i o n a l  e q u i t i e s ,  t o  h a v e  g r e a t e r  e x p e c t e d  r e t u r n s .

T h e  b a s i s  o f  o u r  f i x e d  i n c o m e  r e t u r n  f o r e c a s t s  i s  t h e  c u r r e n t  r i s k - f r e e  r a t e  o f  r e t u r n ,  a s  
p r o x i e c .  b y  t h e  c u r r e n t  y i p  I d  o n  a  r i s k - f r e e  g o v e r n m e n t  b o n d  w i t h  a  m a t u r i t y  m a t c h i n g  
t h e  i n v e s t m e n t  t i m e  h o r i z o n .  C u r r e n t l y ,  t h i s  r a t e  i s  6 . 3 1  p e r : e n t ,  t h e  c u r r e n t  y i e l d  o n  
2 0 - y e a r  U . S .  T r e a s u r y  b o n d .  T o  t h i s  r a t e ,  w e  a d d  t h e  a p p r o p r i a t e  m a t u r i t y  p r e m i u m  
( a d d i t i o n a l  r e t u r n  r e q u i r e d  b y  i n v e s t o r s  f o r  r e l i n q u i s h i n g  t h e  u s e  o f  t h e i r  m o n e y  f o r  l o n g  
t i m e  p e r i o d s )  a n d  d e f a u l t  p r e m i u m  ( a d d i t i o n a l  r e t u r n  t h a t  c o m p e n s a t e s  i n v e s t o r s  f o r  
b u y i n g  b o n d s  t h a t  h a v e  d e f a u l t  r i s k ,  s u c h  a s  c o r p o r a t e  b o n d s )  f o r  e a c h  c l a s s  o f  b o n d s  f o r  
w h i c h  w e  a r e  f o r e c a s t i n g  r e t u r n s .

F o r  i n t e r n a t i o n a l  f i x e d  i n c o m e  a s s e t s ,  w e  f o r e c a s t  r e t u r n s  a s  i f  t h e  a s s e t s  w e r e  
d e n o m i n a t e d  i n  U . S .  d o l l a r s .  S i n c e  c u r r e n c y  f l u c t u a t i o n s  a r e  e x p e c t e d  t o  a v e r a g e  t o  z e r o  
o v e r  t i m e ,  a n y  s h o r t - t e r m  c u r r e n c y  g a i n s  o r  l o s s e s  w i l l  n o t  a f f e c t  t h e  l o n g - t e r m  r e t u r n  o n  
i n t e r n a t i o n a l  a s s e t s .  C u r r e n c y  f l u c t u a t i o n s  d o  i n c r e a s e  r i s k ,  h o w e v e r ,  a n d  a r e  a c c o u n t e d  
f o r  i n  o u r  r i s k  f o r e c a s t s  o f  n o n - U . S .  f i x e d  i n c o m e  a s s e t s .

F o r e c a s t i n g  R e t u r n

Forecasting Risk

W h e n  f o r e c a s t i n g  t h e  r i s k  o f  a n  a s s e t ,  w e  t y p i c a l l y  a s s u m e  t h a t  t h e  f u t u r e  w i l l  e q u a l  t h e  
p a s t .  T h e r e f o r e ,  w e  f o r e c a s t  r i s k  b y  c a l c u l a t i n g  t h e  h i s t o r i c a l  s t a n d a r d  d e v i a t i o n  u s i n g  a  
l o n g  t i m e  p e r i o d  o v e r  w h i c h  w e  h a v e  r e l i a b l e  d a t a ,  a n d  d a t a  t h a t  i s  r e p r e s e n t a t i v e  o f  
p o s s i b l e  f u t u r e  s c e n a r i o s .  A l t h o u g h  i n v e s t m e n t  r i s k  c a n  b e  q u a n t i f i e d  i n  a  n u m b e r  o f
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w a y s  f o r  a s s e t  a l l o c a t i o n  p u r p o s e s ,  w e  b e l i e v e  t h a t  r i s k  i s  b e s t  m o d e l e d  a s  t h e  a n n u a l  
v o l a t i l i t y  o f  r e t u r n s ,  a n d  s t a n d a r d  d e v i a t i o n  p r o v i d e s  a n  e s t i m a t e  o f  h o w  m u c h  a c t u a l  
r e t u r n s  m a y  d e v i a t e  f r o m  t h e  a v e r a g e ,  e x p e c t e d  r e t u r n  o v e r  t i m e .  W e  u s e  s h o r t e r  t i m e  
p e r i o d s  o n l y  w h e n  w e  c a n  i d e n t i f y  a  p e r m a n e n t  a n d  d r a m a t i c  p r o c e s s  s h i f t  i n  t h e  
b e h a v i o r  o f  a n  a s s e t  c l a s s ,  s u c h  a s  t h e  l a t e  1 9 6 0 s  w h e n  b o n d  m a r k e t  v o l a t i l i t y  i n c r e a s e d  
n o t i c e a b l y  f r o m  i t s  o b s e r v e d  v o l a t i l i t y  d u r i n g  t h e  p r e v i o u s  4 0  y e a r s .

Forecasting Return Correlation

R e t u r n  a n d  r i s k  a r e  n o t  t h e  o n l y  f a c t o r s  t h a t  d e t e r m i n e  h o w  a  p o r t f o l i o  p e r f o r m s .  T h e  
c o r r e l a t i o n  b e t w e e n  t h e  r e t u r n s  o f  t w o  a s s e t s  a l s o  p l a y s  a n  i m p o r t a n t  r o l e  i n  p o r t f o l i o  
p e r f o r m a n c e .  C o r r e l a t i o n  m e a s u r e s  h o w  m u c h  t h e  r e t u r n s  o f  t w o  a s s e t s  t e n d  t o  m o v e  
t o g e t h e r  o r  m o v e  s e p a r a t e l y .  I f  t h e  r e t u r n s  m o v e  t o g e t h e r ,  t h e  a s s e t s  a r e  p o s i t i v e l y  
c o r r e l a t e d .  I f  t h e y  m o v e  i n  o p p o s i t e  d i r e c t i o n s ,  t h e  a s s e t s  a r e  n e g a t i v e l y  c o r r e l a t e d .  I f  
n o  p a t t e r n  c a n  b e  d e t e c t e d  i n  t h e  w a y  t h e  a s s e t s '  r e t u r n s  m o v e ,  t h e  a s s e t s  h a v e  a  r e t u r n  
c o r r e l a t i o n  o f  z e r o .

P o r t f o l i o s  c o m p r i s e d  o n l y  o f  a s s e t s  t h a t  h a v e  h i g h ,  p o s i t i v e  c o r r e l a t i o n s  w i t h  e a c h  o t h e r  
a r e  n o t  w e l l  d i v e r s i f i e d .  T h i s  t e n d s  t o  e x a g g e r a t e  b o t h  u p s i d e  a n d  d o w n s i d e  v o l a t i l i t y ,  
a n d  t h e  r i s k  o f  t h e  p o r t f o l i o .  O n  t h e  o t h e r  h a n d ,  p o r t f o l i o s  w i t h  a s s e t s  t h a t  h a v e  l o w  o r  
n e g a t i v e  r e t u r n  c o r r e l a t i o n s  w i l l  p r o v i d e  m o r e  s t a b l e  r e t u r n s  b e c a u s e ,  e v e n  t h o u g h  s o m e  
a s s e t s  m a y  p e r f o r m  p o o r l y ,  o t h e r  p o r t f o l i o  a s s e t s  w i l l  p e r f o r m  b e t t e r ,  s e r v i n g  t o  r e d u c e  
p o r t f o l i o  v o l a t i l i t y .  T h e  b e n e f i t s  o f  d i v e r s i f i c a t i o n ,  t h e r e f o r e ,  a r e  a  d i r e c t  r e s u l t  o f  
r e l a t i v e l y  l o w  r e t u r n  c o r r e l a t i o n s  a m o n g  p o r t f o l i o  a s s e t s .

W h e n  f o r e c a s t i n g  r e t u r n  c o r r e l a t i o n ,  w e  a g a i n  t y p i c a l l y  a s s u m e  t h a t  t h e  f u t u r e  w i l l  
e q u a l  t h e  p a s t .  T h e  b a s i s  f o r  o u r  f o r e c a s t  o f  r e t u r n  c o r r e l a t i o n  i s ,  t h e r e f o r e ,  t h e  
h i s t o r i c a l  c o r r e l a t i o n  b e t w e e n  a s s e t s ,  o b s e r v e d  o v e r  t h e  l o n g e s t  t i m e  p e r i o d  f o r  w h i c h  
r e l i a b l e  d a t a  i s  a v a i l a b l e .

Determining the Fund's Current Allocation

T h e  a m o u n t  o f  t h e  F u n d  c u r r e n t l y  a l l o c a t e d  t o  e a c h  a s s e t  c l a s s  w a s  d e t e r m i n e d  b y  u s i n g  
i n f o r m a t i o n  i n  t h e  F u n d ' s  1 9 9 3  A n n u a l  R e p o r t ,  w i t h  s u p p l e m e n t a l  i n f o r m a t i o n  p r o v i d e d  
b y  W i l l i a m  L .  M e a n s ,  t h e  F u n d ’ s  C h i e f  I n v e s t m e n t  O f f i c e r .  M a r k e t  v a l u e s  o f  a l l  
i n v e s t m e n t s  c a m e  f r o m  t h e  A n n u a l  R e p o r t ,  w h i l e  M r .  M e a n s  p r o v i d e d  c l a r i f i c a t i o n  
r e g a r d i n g  t h e  a m o u n t  c u r r e n t l y  i n v e s t e d  i n  e q u i t i e s  o f  d o m e s t i c  c o m p a n i e s  w i t h  
c a p i t a l i z a t i o n s  l a r g e r  t h a n  $ 1  b i l l i o n  ( l a r g e  c a p i t a l i z a t i o n  e q u i t i e s ) ,  t h e  a m o u n t  c u r r e n t l y  
i n v e s t e d  i n  e q u i t i e s  o f  c o m p a n i e s  w i t h  c a p i t a l i z a t i o n s  o f  $ 1  b i l l i o n  o r  l e s s  ( m i d  a n d  s m a l l  
c a p i t a l i z a t i o n  e q u i t i e s ) ,  a n d  t h e  a m o u n t  c u r r e n t l y  i n v e s t e d  i n  d o m e s t i c  g o v e r n m e n t  a n d  
c o r p o r a t e  b o n d s  w i t h  m a t u r i t i e s  r a n g i n g  f r o m  o n e  t o  s e v e n  y e a r s  ( i n t e r m e d i a t e - t e r m ) ,
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a n d  m o r e  t h a n  s e v e n  y e a r s  ( l o n g - t e r m ) .  T h e  F u n d ' s  c u r r e n t  a l l o c a t i o n ,  a n d  i t s  e x p e c t e d  
r e t u r n  a n d  s t a n d a r d  d e v i a t i o n  i s  g i v e n  o n  p a g e  5 .

Determining the Fund's Three-Year Target Allocation

T h e  P e r m a n e n t  F u n d ' s  i n v e s t m e n t  m a n u a l  p r o v i d e d  i n f o r m a t i o n  r e g a r d i n g  t h e  t h r e e -  
y e a r  t a r g e t  a l l o c a t i o n ,  a l t h o u g h  s o m e  g u i d e l i n e s  w e r e  t o o  b r o a d  f o r  o u r  p u r p o s e s .  F o r  
e x a m p l e ,  t h e  m a n u a l  l i s t s  a  1 0  p e r c e n t  t a r g e t  a l l o c a t i o n  f o r  i n t e r n a t i o n a l  e q u i t i e s ,  b u t  
g i v e s  n o  c o u n t r y - s p e c i f i c  a l l o c a t i o n s .  I n  t h i s  c a s e ,  w e  a s s u m e d  t h e  F u n d  w o u l d  i n c r e a s e  
i t s  i n t e r n a t i o n a l  e q u i t y  e x p o s u r e  t o  1 0  p e r c e n t ,  w h i l e  m a i n t a i n i n g  t h e  c u r r e n t  p r o p o r t i o n  
i n v e s t e d  a m o n g  s e c t o r s .  A l s o ,  t h e  t a r g e t  a l l o c a t i o n  c o n s t r a i n s  t h e  a m o u n t  i n v e s t e d  i n  
n o n - d o m e s t i c  f i x e d  i n c o m e  a s s e t s  t o  1 0  p e r c e n t  o r  l e s s ,  b u t  p r o v i d e s  n o  s p e c i f i c  n u m b e r .  
W e  a s s u m e d  t h e  a m o u n t  i n v e s t e d  i n  i n t e r n a t i o n a l  d e b t  w o u l d  d e c r e a s e  i n  p r o p o r t i o n  t o  
t h e  t o t a l  d e c r e a s e  i n  t h e  a m o u n t  a l l o c a t e d  t o  a l l  f i x e d  i n c o m e  a s s e t s .  T h e  F u n d ' s  t h r e e -  
y e a r  t a r g e t  a l l o c a t i o n ,  a n d  i t s  e x p e c t e d  r e t u r n  a n d  r i s k ,  i s  l i s t e d  o n  t h e  f o l l o w i n g  p a g e .

4



C u r r e n t  a n d  T h r e e - Y e a r  T a r g e t  P o r t f o l i o s

Asset C lass
Curren t

A llocation
(%)

3-Year
Target

A llocation
(%)

U.S. Large Capitalization 
Stocks

21.17 24.00

U.S. Mid/Small 
Capitalization Stocks

0.65 6.00

Canadian Stocks 0.03 0.04

European Stocks 2.54 4.28

Pacific Region Stocks 2.94 4.97

Emerging Market Stocks 0.42 0.72

Real Estate 6.69 10.00

Cash 4.64 0.00

Intermediate Govt/Corp 
Bonds

30.86 25.32

Long-Term Govt/Corp Bonds 25.27 20.74

Mortgage-Backed Securities 3.94 3.24

Non-U.S. Government Bonds 0.85 0.69

Expected R eturn  (%) 8.53 9.93
S tandard  Deviation (%) 7.57 9.91
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I I . Asset A llo c a tion  Recom m endations
T h e  n e x t  s t e p  i n  o u r  a n a l y s i s  w a s  t o  i m p r o v e  t h e  F u n d ' s  c u r r e n t  a n d  t a r g e t  p o r t f o l i o s  b y  
i n c r e a s i n g  t h e i r  e x p e c t e d  r e t u r n  w h i l e  k e e p i n g  e x p e c t e d  r i s k  a t  a  c o n s t a n t  l e v e l .

Allocation with Risk of the Current Portfolio

A s  s h o w n  i n  t h e  g r a p h  o n  p a g e  7 ,  t h e  F u n d ' s  c u r r e n t  p o r t f o l i o  d o e s  n o t  p r o v i d e  t h e  
m a x i m u m  a m o u n t  o f  e x p e c t e d  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n .  F o r  e x a m p l e ,  t h e  
p o r t f o l i o  l a b e l e d  " r e v i s e d  c u r r e n t "  p r o v i d e s  a  h i g h e r  e x p e c t e d  r e t u r n  a n d  s l i g h t l y  l e s s  
r i s k  t h a n  t h e  c u r r e n t  p o r t f o l i o .  ( T h e  g r a p h  i s  t i t l e d  " E f f i c i e n t  F r o n t i e r "  b e c a u s e  t h e  l i n e  
i n  t h e  g r a p h  r e p r e s e n t s  t h o s e  p o r t f o l i o s  w h i c h  a r e  t h e  m o s t  e f f i c i e n t  i n  p r o v i d i n g  r e t u r n  
t o  t h e  i n v e s t o r ;  i . e . ,  t h o s e  p o r t f o l i o s  p r o v i d e  t h e  m a x i m u m  r e t u r n  f o r  a  g i v e n  l e v e l  o f  
r i s k . )  T h e  a l l o c a t i o n s  f o r  b o t h  t h e  c u r r e n t  a n d  r e v i s e d  p o r t f o l i o s ,  a s  w e l l  a s  t h e i r  
e x p e c t e d  r e t u r n s  a n d  s t a n d a r d  d e v i a t i o n s ,  a r e  s h o w n  o n  p a g e  8 .

T h e  c u r r e n t  p o r t f o l i o  n e e d  n o t  b e  d r a s t i c a l l y  c h a n g e d  i n  o r d e r  t o  a c h i e v e  a  h i g h e r  
e x p e c t e d  r e t u r n .  I n  f a c t ,  t h e  p e r c e n t  o f  t h e  p o r t f o l i o  i n v e s t e d  i n  e q u i t i e s  ( a p p r o x i m a t e l y  
3 5  p e r c e n t ,  i n c l u d i n g  r e a l  e s t a t e )  a n d  i n  f i x e d  i n c o m e  a s s e t s  ( a p p r o x i m a t e l y  6 5  p e r c e n t ) ,  
i s  t h e  s a m e  i n  b o t h  t h e  c u r r e n t  a n d  r e v i s e d  p o r t f o l i o s .  R a t h e r ,  t h e  c o m p o s i t i o n  o f  t h e  
e q u i t y  a n d  f i x e d  i n c o m e  p o r t i o n s  n e e d  o n l y  c h a n g e .  B y  s h i f t i n g  p a r t  o f  t h e  e q u i t y  
p o r t i o n  f r o m  l a r g e  c a p i t a l i z a t i o n  s t o c k s  t o  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  a n d  i n t e r n a t i o n a l  
s t o c k s ,  a n d  p a r t  o f  t h e  f i x e d  i n c o m e  p o r t i o n  f r o m  c a s h  a n d  l o n g - t e r m  b o n d s  t o  
i n t e r m e d i a t e - t e r m  b o n d s  a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  t h e  F u n d  c a n  a c h i e v e  a  h i g h e r  
e x p e c t e d  r e t u r n  w h i l e  t a k i n g  l e s s  r i s k .

A l t h o u g h  t h e s e  c h a n g e s  r e p r e s e n t  s h i f t s  f r o m  s a f e r  a s s e t s  t o  m o r e  r i s k y  o n e s ,  t h e  o v e r a l l  
r i s k  o f  t h e  p o r t f o l i o  a c t u a l l y  d e c r e a s e s .  T h i s  i s  b e c a u s e  d o m e s t i c  m i d  a n d  s m a l l  s t o c k s ,  
m o r t g a g e - b a c k e d  s e c u r i t i e s ,  a n d  i n t e r n a t i o n a l  s t o c k s  h a v e  l o w  c o r r e l a t i o n s  w i t h  m a n y  o f  
t h e  o t h e r  p o r t f o l i o  a s s e t s .

Allocation with Risk of the Target Portfolio

T h e  g r a p h  o n  p a g e  7  s h o w s  t h a t  t h e  F u n d ' s  t a r g e t  p o r t f o l i o  a l s o  d o e s  n o t  p r o v i d e  t h e  
h i g h e s t  p o s s i b l e  e x p e c t e d  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n .  A l t h o u g h  b o t h  t h e  
a l l o c a t i o n s  o f  t h e  t a r g e t  a n d  r e v i s e d  t a r g e t  p o r t f o l i o s  a r e  e q u a l l y  d i v i d e d  b e t w e e n  e q u i t y  
a n d  f i x e d  i n c o m e  a s s e t s ,  t h e  r e v i s e d  t a r g e t  p o r t f o l i o  h a s  a  s i g n i f i c a n t l y  h i g h e r  e x p e c t e d  
r e t u r n  a n d  l e s s  r i s k .  T h e  c o m p o s i t i o n  o f  b o t h  p o r t f o l i o s ,  a l o n g  w i t h  t h e i r  e x p e c t e d  
r e t u r n s  a n d  s t a n d a r d  d e v i a t i o n s ,  i s  g i v e n  o n  p a g e  8 .



Expected Return
18.20—

E ff ic ie n t F ro n t ie r

8.00 —

16.00-

12.00—

10.00—

Aggressive Portfolio

Revised Target 
3-Year Target

Revised Current 
Current Portfolio

i I I I I I I I I (I
3.73 6.00 8.00 10.00 12.00 14.00 16.00 18.00 20.0C 22.00 24.00 26.00 28.00 30.00 32.21

Standard Deviation (Risk)
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C u r r e n t  a n d  R e c o m m e n d e d  

P o r t f o l i o  A l l o c a t i o n s

A l l o c a t i o n s

A s s e t  C l a s s e s

C u r r e n t
P o r t f o l i o

( % )

R e v i s e d
C u r r e n t

( % >

3 - Y e a r
T a r g e t

( % )

R e v i s e d
T a r g e t

< % )

A g g r e s s i v e
P o r t f o l i o

( % )

U . S .  L a r g e  C a p  S t o c k s 2 1 . 1 7 1 1 . 0 0 2 4 . 0 0 1 6 . 0 0 1 8 . 0 0

U . S .  M i d / S m a l l  C a p  
S t o c k s

0 . 6 5 4 . 0 0 6 . 0 0 8 . 0 0 1 0 . 0 0

C a n a d i a n  S t o c k s 0 . 0 3 0 . 0 0 0 . 0 4 0 . 0 0 0 . 0 0

E u r o p e a n  S t o c k s 2 . 5 4 3 . 5 0 4 . 2 8 6 . 0 0 7 . 5 0

P a c i f i c  R e g i o n  S t o c k s 2 . 9 4 4 . 0 0 4 . 9 7 7 . 0 0 1 0 . 5 0

E m e r g i n g  M a r k e t  
S t o c k s

0 . 4 2 2 . 5 0 0 . 7 2 3 . 0 0 4 . 0 0

R e a l  E s t a t e 6 . 6 9 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0

C a s h 4 . 6 4 1 . 0 0 0 . 0 0 1 . 0 0 1 . 0 0

I n t e r m e d i a t e - T e r m  
G o v t / C o r p  B o n d s

3 0 . 8 6 4 0 . 0 0 2 5 . 3 2 3 0 . 0 0 1 8 . 0 0

L o n g - T e r m  G o v t / C o r p  
B o n d s

2 5 . 2 7 1 2 . 0 0 2 0 . 7 4 5 . 0 0 6 . 0 0

M o r t g a g e - B a c k e d
S e c u r i t i e s

3 . 9 4 1 2 . 0 0 3 . 2 4 1 4 . 0 0 1 5 . 0 0

N o n - U . S .  G o v t  B o n d s 0 . 8 5 0 . 0 0 0 . 6 9 0 . 0 0 0 . 0 0

E x p e c t e d  R e t u r n 8 . 5 3 8 . 8 9 9 . 9 3 1 0 . 3 1 1 1 . 3 3

S t a n d a r d  D e v i a t i o n 7 . 5 7 7 . 4 0 9 . 9 1 9 . 8 9 1 1 . 6 9



MB— — — — — — ■ »   ....

T h e  s u p e r i o r  t r a d e o f f  b e t w e e n  r i s k  a n d  r e t u r n  o f  t h e  r e v i s e d  t a r g e t  p o r t f o l i o  c a n  b e  
a c c o m p l i s h e d  b y  s h i f t i n g  a  l a r g e r  p o r t i o n  o f  F u n d  a s s e t s  i n t o  d o m e s t i c  m i d  a n d  s m a l l  
c a p i t a l i z a t i o n  s t o c k s ,  i n t e r n a t i o n a l  s t o c k s ,  m o r t g a g e  s e c u r i t i e s ,  a n d  r e a l  e s t a t e .  A g a i n ,  
t h e s e  r i s k i e r  a s s e t s  h a v e  l o w  c o r r e l a t i o n s  w i t h  m a n y  o t h e r  p o r t f o l i o  a s s e t s ,  a n d  t h e r e f o r e  
p r o v i d e  e n h a n c e d  d i v e r s i f i c a t i o n  b e n e f i t s .

Allocation of a More Aggressive Portfolio

A l t h o u g h  w e  h a v e  a n a l y z e d  a n d  s u g g e s t e d  i m p r o v e m e n t s  t o  b o t h  t h e  c u r r e n t  a n d  t a r g e t  
p o r t f o l i o s ,  w e  h a v e  n o t  y e t  c o m m e n t e d  o n  w h e t h e r  e i t h e r  p o r t f o l i o  i s  a p p r o p r i a t e  f o r  t h e  
F u n d .  I d e a l l y ,  a  p o r t f o l i o  p r o v i d e s  e n o u g h  r e t u r n  t o  m e e t  t h e  g o a l s  o f  t h e  i n v e s t o r  w h i l e  
m a i n t a i n i n g  a  l e v e l  o f  r i s k  t h a t  i s  c o m f o r t a b l e  f o r  t h e  i n v e s t o r .  B y  s e t t i n g  a  t h r e e - y e a r  
t a r g e t  p o r t f o l i o  t h a t  h a s  a n  i n c r e a s e d  a l l o c a t i o n  t o  e q u i t y  a s s e t s ,  t h e  B o a r d  h a s  i n d i c a t e d  
t h a t  i t  i s  c o m f o r t a b l e  w i t h  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  p h i l o s o p h y .  I n  o u r  o p i n i o n ,  
s u c h  a n  a g g r e s s i v e  i n v e s t i n g  s t r a t e g y  i s  a p p r o p r i a t e  a n d  n e c e s s a r y  f o r  a c h i e v i n g  t h e  
F u n d ' s  s t a t u t o r y  g o a l s  o f  m a x i m i z i n g  t o t a l  r e t u r n  a n d  p r o v i d i n g  t h e  m a x i m u m  a m o u n t  
o f  d i s p o s a b l e  i n c o m e  t o  t h e  c i t i z e n s  o f  A l a s k a .  C o n s e q u e n t l y ,  w e  b e l i e v e  t h e  F u n d  
s h o u l d  c o n s i d e r  t h e  b e n e f i t s  o f  i n v e s t i n g  i n  t h e  " a g g r e s s i v e  p o r t f o l i o , "  a l s o  s h o w n  i n  t h e  
g r a p h  o n  p a g e  7 .

I n  r e c e n t  y e a r s ,  t h e  F u n d  h a s  e n j o y e d  r e l a t i v e l y  h i g h  r e t u r n s ,  p a r t i c u l a r l y  o n  i t s  f i x e d  
i n c o m e  i n v e s t m e n t s .  T h e s e  h i g h  r e t u r n s  w e r e  d u e ,  i n  p a r t ,  t o  r a t h e r  u n i q u e  m a r k e t  
c o n d i t i o n s ,  s u c h  a s  a  d r a m a t i c  d e c l i n e  i n  U . S .  i n t e r e s t  r a t e s .  T h e s e  m a r k e t  c o n d i t i o n s ,  
h o w e v e r ,  a r e  n o t  e x p e c t e d  t o  c o n t i n u e  i n  t h e  f u t u r e ,  a s  e v i d e n c e d  b y  t h e  r e t u r n s  
e x p e c t e d  o n  t h e  c u r r e n t  a n d  t a r g e t  F u n d  p o r t f o l i o s .  T h e  p o t e n t i a l l y  l o w e r  r e t u r n s  
e a r n e d  b y  b o t h  t h e s e  p o r t f o l i o s  a r e  i m p o r t a n t  f a c t o r s  t o  c o n s i d e r ,  b e c a u s e  s u c h  l o w  
r e t u r n s  w i l l  i n e v i t a b l y  l e a d  t o  l o w e r  d i v i d e n d  p a y m e n t s  t o  A l a s k a n s .  O u r  r e c o m m e n d e d  
a g g r e s s i v e  p o r t i o l i o ,  h o w e v e r ,  w i t h  i t s  s i g n i f i c a n t  a l l o c a t i o n s  t o  i n t e r n a t i o n a l  e q u i t i e s  
a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  h a s  a n  e x p e c t e d  r e t u r n  i n  t h e  r a n g e  o f  t h e  F u n d ' s  
r e c e n t  r e t u r n s .  T h e  a l l o c a t i o n  o f  t h i s  a g g r e s s i v e  p o r t f o l i o ,  a l o n g  w i t h  i t s  e x p e c t e d  r e t u r n  
a n d  s t a n d a r d  d e v i a t i o n ,  i s  p r o v i d e d  o n  p a g e  8 .

T h e  g r a p h s  o n  t h e  f o l l o w i n g  p a g e  c a n  h e l p  t o  c o m p a r e  t h e  e x p e c t e d  p e r f o r m a n c e  o f  e a c h  
p o r t f o l i o .  T h e  g r a p h s  s h o w  e x p e c t e d  w e a l t h  v a l u e s  u n d e r  t h e  t a r g e t ,  r e v i s e d  t a r g e t ,  a n d  
a g g r e s s i v e  p o r t f o l i o s  f o r  f i v e - ,  t e n - ,  a n d  t w e n t y - y e a r  i n v e s t m e n t  h o r i z o n s .  A l t h o u g h  t h e  
B o a r d  m a y  c o n s i d e r  t h e  a g g r e s s i v e  p o r t f o l i o  t o o  r i s k y ,  t h e  g r a p h  s h o w s  t h a t  t h e  m a j o r i t y  
o f  t h i s  p o r t f o l i o ' s  v o l a t i l i t y  i s  d u e  t o  i t s  b r o a d  r a n g e  o f  p o s s i b l e  h i g h ,  positive r e t u r n s ,  n o t  
n e g a t i v e  o n e s .  F o r  a l l  i n v e s t m e n t  t i m e  h o r i z o n s ,  t h e  a g g r e s s i v e  p o r t f o l i o  h a s  a  h i g h e r  
e x p e c t e d  w e a l t h  v a l u e  u n d e r  t h e  b e s t -  a n d  e x p e c t e d - c a s e  s c e n a r i o s .  O n l y  u n d e r  t h e  
w o r s t - c a s e  s c e n a r i o  d o e s  t h e  a g g r e s s i v e  p o r t f o l i o  u n d e r p e r f o r m  t h e  t a r g e t  p o r t f o l i o ,  w h i l e  
t h e  r e v i s e d  t a r g e t  p o r t f o l i o  p e r f o r m s  b e t t e r  t h a n  t h e  t a r g e t ,  p o r t f o l i o  i n  all c a s e s .
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W o r s t  C a s e  S c e n a r i o

E x p e c t e d  S c e n a r i o

3-Year Target Portfolio 
Revised Portfolio 
Aggressive Portfolio

B e s t  C a s e  S c e n a r i o

$7 5 -

$55-£

$4 5 -
$



Testing Our Recommended Portfolios

T o  e n s u r e  t h e  v a l i d i t y  o f  o u r  r e c o m m e n d e d  p o r t f o l i o s ,  w e  t e s t e d  t h o s e  p o r t f o l i o s  a n d  t h e  
F u n d ' s  c u r r e n t  a n d  t a r g e t  p o r t f o l i o s  f o r  stability. A  s t a b l e  p o r t f o l i o  i s  o n e  t h a t  p e r f o r m s  
w e l l  u n d e r  a  v a r i e t y  o f  p o s s i b l e  f u t u r e  m a r k e t  c o n d i t i o n s ;  i . e . ,  t h e  p o r t f o l i o  p r o v i d e s  
a d e q u a t e  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n  u n d e r  c o n d i t i o n s  t h a t  d i f f e r  f r o m  o u r  
f o r e c a s t s .  W e  t e s t e d  t h e  p o r t f o l i o s  u s i n g  " w o r s t - c a s e "  s c e n a r i o s  w h e r e  t h e  r e t u r n  o f  o n e  
o r  m o r e  a s s e t s  i s  l o w e r  t h a n  e x p e c t e d  a n d  t h e  r i s k  i s  h i g h e r  t h a n  e x p e c t e d .  T h e  
f o l l o w i n g  s c e n a r i o s  w e r e  u s e d ,  b o t h  i n d i v i d u a l l y  a n d  i n  c o m b i n a t i o n ,  t o  t e s t  o u r  
r e c o m m e n d e d  p o r t f o l i o s :

U . S .  e q u i t y  r i s k  p r e m i u m  d e c r e a s e s  t o  5  p e r c e n t
M i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 5  p e r c e n t
E u r o p e  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
E u r o p e  e q u i t y  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  2 6  p e r c e n t
P a c i f i c  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
P a c i f i c  e q u i t y  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  3 4  p e r c e n t
E m e r g i n g  m a r k e t  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
R e t u r n  b e t w e e n  l o n g - t e r m  a n d  i n t e r m e d i a t e - t e r m  b o n d s  i n c r e a s e s  t o  1
p e r c e n t
I n t e r m e d i a t e - t e r m  b o n d  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  6  p e r c e n t  
M o r t g a g e - b a c k e d  s e c u r i t i e s  r e t u r n  d e c r e a s e s  t o  6  p e r c e n t  
M o r t g a g e - b a c k e d  s e c u r i t i e s  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  1 1  p e r c e n t  
R e a l  e s t a t e  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  2 5  p e r c e n t  
C o r r e l a t i o n  b e t w e e n  U . S .  s t o c k s  a n d  U . S .  b o n d s  i n c r e a s e s  3 0  p e r c e n t  
C o r r e l a t i o n  b e t w e e n  U . S .  s t o c k s  a n d  n o n - U . S .  s t o c k s  i n c r e a s e s  3 0  p e r c e n t

U n d e r  t h e s e  s c e n a r i o s ,  o u r  r e c o m m e n d e d  p o r t f o l i o s  p r o v i d e d  h i g h e r  r e t u r n s  w i t h  l e s s  
r i s k  t h a D  e i t h e r  t h e  F u n d ' s  c u r r e n t  o r  t a r g e t  p o r t f o l i o s .  F o r  e x a m p l e ,  t h e  i m p r o v e d  
t a r g e t  p o r t f o l i o  h a d  1 0  b a s i s  p o i n t s  m o r e  r e t u r n  a n d  l e s s  r i s k  t h a n  t h e  c u r r e n t  t a r g e t  
p o r t f o l i o  w h e n  t e s t e d  u n d e r  t h e  a s s u m p t i o n  t h a t  a l l  i n t e r n a t i o n a l  m a r k e t s  h a d  t h e  l o w e r  
r e t u r n s  a n d  h i g h e r  r i s k s  o u t l i n e d  a b o v e .  T h i s  i n d i c a t e s  t h a t  t h e  r e v i s e d  p o r t f o l i o s  w i l l  
p e r f o r m  b e t t e r  o v e r  t h e  l o n g  r u n ,  d e s p i t e  p o s s i b l e  e x t r e m e  u n d e r p e r f o r m a n c e  o f  s o m e  
m a r k e t s .
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III. Implementation Issues

W h i c h e v e r  p o r t f o l i o  t h e  B o a r d  c h o o s e s ,  s e v e r a l  i s s u e s  m u s t  b e  a d d r e s s e d  b y  t h e  B o a r d  t o  
e n s u r e  m a x i m u m  F u n d  p e r f o r m a n c e .  T h e  s i n g l e  m o s t  i m p o r t a n t  i s s u e  i s  t h e  d e g r e e  o f  
a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  R e s e a r c h  h a s  s u g g e s t e d  t h a t  t h e  a s s e t  a l l o c a t i o n  
d e c i s i o n  a c c o u n t s  f o r  o v e r  9 0  p e r c e n t  o f  t h e  v a r i a b i l i t y  o f  r e t u r n s  o n  a  p o r t f o l i o ,  a n d  i s  
t h e  s i n g l e  l a r g e s t  d e t e r m i n a n t  o f  p o r t f o l i o  p e r f o r m a n c e . 1 C o n s e q u e n t l y ,  i n d i v i d u a l  
s e c u r i t y  s e l e c t i o n  a n d  a c t i v e  s e c u r i t y  m a n a g e m e n t ,  t h e  t w o  f a c t o r s  c o m m o n l y  a s s u m e d  t o  
c o n t r i b u t e  c h e  m o s t  t o  t h e  r e t u r n  o f  a  p o r t f o l i o ,  a c t u a l l y  a c c o u n t  f o r  o n l y  a  s m a l l  a m o u n t  
o f  p o r t f o l i o  r e t u r n  v a r i a b i l i t y .  T h e r e f o r e ,  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n  i s  crucial t o  
t h e  f u t u r e  p e r f o r m a n c e  o f  a n y  i n v e s t m e n t  p o r t f o l i o ,  i n c l u d i n g  t h e  P e r m a n e n t  F u n d .  
A c c o r d i n g l y ,  t h e  B o a r d  m u s t  d e c i d e  w h e t h e r  t h e  c u r r e n t  i n v e s t m e n t  t r a t e g y  o f  t h e  F u n d  
a c c o m m o d a t e s  a  s t r i c t  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  W e  a d d r e s s  t h i s  i s s u e  
s e p a r a t e l y  f o r  e q u i t y  a n d  f i x e d  i n c o m e  a s s e t s  i n  t h e  f o l l o w i n g  t w o  s e c t i o n s .

Equity Assets

As o f  A p r i l  1 9 9 3 ,  t h e  B o a r d  d e c i d e d  t o  u s e  a c t i v e  m a n a g e r s  o n l y  f o r  d o m e s t i c  m i d / s m a l l  
c a p i t a l i z a t i o n  s t o c k s  a n d  a l l  i n t e r n a t i o n a l  e q u i t i e s .  S i n c e  o u r  r e c o m m e n d e d  p o r t f o l i o s  
a r e  b a s e d  o n  p a s s i v e  b e n c h m a r k s ,  w e  b e l i e v e  t h a t  t h e  l o n g - t e r m  p e r f o r m a n c e  w e  f o r e c a s t  
c a n  b e  a c h i e v e d  t h r o u g h  t h e  u s e  o f  p a s s i v e  m a n a g e r s ,  a l t h o u g h  i t  i s  c e r t a i n l y  p o s s i b l e  
f o r  a c t i v e  m a n a g e r s  t o  m e e t  o r  e x c e e d  t h a t  p e r f o r m a n c e .  F o r  t h i s  r e a s o n ,  w e  b e l i e v e  t h e  
B o a r d ' s  d e c i s i o n  t o  r e t a i n  a c t i v e '  m a n g e r s  i s  a p p r o p r i a t e ,  as long as each manager is 
given only that portion of Fund assets that is recommended in the chosen allocation, and 
is required to invest those asseis in the specific, recontmended asset class.

T h i s  s t i p u l a t i o n  i s  i n  d i r e c t  c o n t r a s t  t o  t h e  B o a r d ' s  n e w  g l o b a l  i n v e s t m e n t  s t r a t e g y  a s  
o u t l i n e d  i n  t h e  F u n d ' s  1 9 9 3  A n n u a l  R e p o r t .  T h e  n e w  s t r a t e g y  a l l o w s  a c t i v e  
i n t e r n a t i o n a l  e q u i t y  m a n a g e r s  t o  d e c i d e  w h e n  a n d  w h e r e  t o  i n v e s t  F u n d  a s s e t s ,  
e s s e n t i a l l y  s h i f t i n g  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  f r o m  t h e  B o a r d  t o  t h e  m a n a g e r .  A s  
m e n t i o n e d  e a r l i e r ,  a s s e t  a l l o c a t i o n ,  n o t  s e c u r i t y  s e l e c t i o n  o r  a c t i v e  m a r k e t  t i m i n g ,  i s  t h e  
l a r g e s t  d e t e r m i n a n t  o f  p o r t f o l i o  p e r f o r m a n c e .  U n d e r  t h e  p l a n n e d  s t r a t e g y ,  t h e  F u n d ' s  
e q u i t y  a l l o c  t i o n  w i l l  s h i f t  c o n t i n u o u s l y ,  v i o l a t i n g  t h e  m o s t  c r u c i a l  a s p e c t  o f  s t r a t e g i c  
a s s e t  a l l o c a t i o n :  m a i n t a i n i n g  a  s t a b l e  a s s e t  m i x  w h i c h  w a s  c h o s e n  b a s e d  o n  l o n g - t e r m  
f o r e c a s t s  a n d  n e e d s  o f  t h e  f u n d .  F o r  t h i s  r e a s o n ,  w e  s u g g e s t  a  s l i g h t l y  m o d i f i e d  s t r a t e g y  
w h e r e  t h e  B o a r d ,  h i r e s  m a n a g e r s  t h a t  h a v e  a  s p e c i f i c  s t y l e  o f  i n v e s t i n g .  F o r  e x a m p l e ,  
u n d e r  t h i s  m o d i f i e d  s t r a t e g y ,  t h e  E u r o p e a n  e q u i t y  a l l o c a t i o n  w o u l d  b e  m a n a g e d  b y  a  
m a n a g e r  w h o  s p e c i a l i z e s  i n  E u r o p e a n  e q u i t i e s .  T h i s  t y p e  o f  m a n a g e m e n t  s t r a t e g y  w o u l d  
a l l o w  t h e  B o a r d  t o  r e t a i n  c o n t r o l  o v e r  t h e  e q u i t y  a l l o c a t i o n  o f t h e  F u n d

1 G ary  P. B rinson , B rian  D. S inger, an d  G ilb ert L. Beebow er, "D e te rm in an ts  o f portfolio 
perfo rm ance II: A n update,"  F in a n cia l A n a lys ts  Jo u rn a l, M ay -Ju n e  1991.
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T h e  F u n d ' d  d o m e s t i c  e q u i t y  m a n a g e r s  a l s o  h a v e  s i m i l a r  c o n t r o l  o v e r  t h e  a s s e t  a l l o c a t i o n  
d e c i s i o n .  C u r r e n t l y ,  t h e  p e r f o r m a n c e  o f  e a c h  d o m e s t i c  e q u i t y  m a n a g e r  i s  e v a l u a t e d  b y  
u s i n g  a  b e n c h m a r k  p o r t f o l i o  t h a t  c o n s i s t s  o f  8 0  p e r c e n t  l a r g e  c a p i t a l i z a t i o n  e q u i t i e s  a n d  
2 0  p e r c e n t  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t i e s .  T h e  e q u i t y  m a n a g e r s ,  h o w e v e r ,  a r e  n o t  
s p e c i f i c a l l y  r e q u i r e d  t o  i n v e s t  8 0  p e r c e n t  o f  t h e i r  F u n d  a l l o c a t i o n  i n  l a r g e  c a p i t a l i z a t i o n  
s t o c k s  a n d  2 0  p e r c e n t  i n  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  s t o c k s .  A  m a n a g e r  c o u l d  a l t e r n a t e  
b e t w e e n  l a r g e  c a p  a n d  m i d  a n d  s m a l l  c a p  s t o c k s ,  a n d  s t i l l  average a n  8 0  p e r c e n t  l a r g e  
c a p  a n d  2 0  p e r c e n t  m i d  a n d  s m a l l  c a p  i n v e s t m e n t .  T h i s  m a n a g e r  c o u l d  p o t e n t i a l l y  b e  
100 p e r c e n t  i n v e s t e d  i n  l a r g e  c a p  s t o c k s  w h e n  t h e  r e t u r n  i n  t h e  m i d  a n d  s m a l l  c a p  
m a r k e t  i s  h i g h ,  a n d  v i c e - v e r s a .  A g a i n ,  t h i s  c a u s e s  t h e  o v e r a l l  e q u i t y  a l l o c a t i o n  o f  t h e  
F u n d  t o  c h a n g e  c o n t i n u o u s l y ,  a n d  s h i f t s  c o n t r o l  o f  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  t o  
i n d i v i d u a l  m a n a g e r s .  B e c a u s e  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  i s  s o  i m p o r t a n t  t o  t h e  o v e r a l l  
p e r f o r m a n c e  o f  t h e  F u n d ,  w e  f e e l  t h e  B o a r d  s h o u l d  s e t  s p e c i f i c  d o m e s t i c  e q u i t y  
a l l o c a t i o n s ,  a n d  s e l e c t  m a n a g e r s  w h o  s p e c i a l i z e  i n  e a c h  a s s e t  c l a s s .  T h i s  w i l l  e n s u r e  t h e  
m a x i m u m  e x p e c t e d  r e t u r n  f o r  t h e  F u n d ' s  e q u i t y  i n v e s t m e n t s .

Fixed Income Assets

C u r r e n t l y ,  t h e  F u n d ' s  f i x e d  i n c o m e  a s s e t s  a r e  p a s s i v e l y  m a n a g e d  i n - h o u s e  b y  t h e  F i m d ' s  
C h i e f  I n v e s t m e n t  O f f i c e r ,  a n d  a r e  g e n e r a l l y  t r e a t e d  a s  a  s i n g l e  a s s e t  c l a s s .  O u r  
a n a l y s i s ,  h o w e v e r ,  t r e a t s  t h e  f i x e d  i n c o m e  c a t e g o r y  a s  f i v e  d i s t i n c t  a s s e t  c l a s s e s ,  b e c a u s e  
e a c h  c o n t r i b u t e s  u n i q u e  b e n e f i t s  t o  t h e  o v e r a l l  p o r t f o l i o .  T r e a s u r y  b i l l s ,  f o r  e x a m p l e ,  
p r o v i d e  m o r e  l i q u i d i t y  t h a n  t h e  o t h e r  a s s e t s ,  a n d  a r e ,  c o n s e q u e n t l y ,  t h e  l e a s t  r i s k y .
A l s o ,  m o r t g a g e - b a c k e d  s e c u r i t i e s  p e r f o r m  d i f f e r e n t l y  f r o m  g o v e r n m e n t  o r  c o r p o r a t e  
b o n d s .  F o r  t h i s  r e a s o n ,  e a c h  f i x e d  i n c o m e  a s s e t  c l a s s  m u s t  b e  c o n s i d e r e d  s e p a r a t e l y  i n  
t h e  a s s e t  a l l o c a t i o n  d e c i s i o n .

C u r r e n t l y ,  t h e  B o a r d  t r e a t s  a l l  f i x e d  i n c o m e  a s s e t s  a s  a  s i n g l e  a s s e t  c l a s s  a n d  p r o v i d e s  
o n l y  a  b r o a d  a l l o c a t i o n  d i r e c t i v e .  T h i s  e s s e n t i a l l y  s h i f t s  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  t o  
t h e  f i x e d  i n c o m e  m a n a g e r .  W h i l e  t h e  c u r r e n t  a l l o c a t i o n  a c r o s s  f i x e d  i n c o m e  a s s e t s  m a y  
b e  a p p r o p r i a t e  w h e n  v i e w e d  i n  i s o l a t i o n ,  t h a t  s a m e  a l l o c a t i o n  m a y  b e  i n a p p r o p r i a t e  
w h e n  v i e w e d  i n  t h e  c o n t e x t  o f  t h e  o v e r a l l  p o r t f o l i o .  T h e  B o a r d  h a s  a  c o m p r e h e n s i v e  
p e r s p e c t i v e  o n  t h e  F u n d  a n d ,  a s  s u c h ,  s h o u l d  d e t e r m i n e  t h e  F u n d  a l l o c a t i o n  t o  e a c h  
a s s e t  c l a s s .  F o r  t h i s  r e a s o n ,  w e  s u g g e s t  t h a t  t h e  B o a r d  s e t  s p e c i f i c  t a r g e t  a l l o c a t i o n s  f o r  
f i x e d  i n c o m e  a s s e t  c l a s s e s .  I n  t h i s  w a y ,  t h e  B o a r d  m a i n t a i n s  c o n t r o l  o v e r  t h e  F u n d ' s  
a s s e t  a l l o c a t i o n  a n d  e n s u r e s  m a x i m u m  o v e r a l l  F u n d  p e r f o r m a n c e .

P r i o r  t o  b e g i n n i n g  o u r  s t u d y ,  s e v e r a l  B o a r d  m e m b e r s  a n d  s e n a t o r s  v o i c e d  c o n c e r n  o v e r  
t h e  F u n d  h a v i n g  o n l y  o n e  m a n a g e r  f o r  t h e  e n t i r e  f i x e d  i n c o m e  p o r t f o l i o .  W e  f e e l  t h a t  a  
s i n g l e ,  c a p a b l e  m a n a g e r ,  s u c h  a s  t h e  c u r r e n t  m a n a g e r ,  c a n  m a n a g e  a  l a r g e ,  p a s s i v e  f i x e d  
i n c o m e  p o r t f o l i o  w i t h  f e w  p r o b l e m s ,  a s  l o n g  a s  t h a t  p o r t f o l i o  h a s  o n l y  a  s m a l l  a l l o c a t i o n  
t o  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  H o w e v e r ,  i f  a  l a r g e r  p r o p o r t i o n  o f  f u n d s  w a s  i n v e s t e d  i n
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m o r t g a g e - b a c k e d  s e c u r i t i e s  ( a s  i s  o u r  r e c o m m e n d a t i o n ) ,  i t  m a y  b e  r e q u i r e d  t o  h i r e  
a d d i t i o n a l  s t a f f .  T h i s  i s  b e c a u s e  m o r t g a g e - b a c k e d  s e c u r i t i e s  a r e  m o r e  c o m p l e x  t o  
a n a l y z e ,  a n d  t h e  h o l d e r s  o f  m o r t g a g e  s e c u r i t i e s  c o n t i n u a l l y  r e c e i v e  p r i n c i p a l  a n d  i n t e r e s t  
p a y m e n t s  w h i c h  m u s t  b e  a c c u r a t e l y  r e c o r d e d .  A l l  o u r  r e c o m m e n d e d  p o r t f o l i o s  c o n t a i n  
s u b s t a n t i a l  a l l o c a t i o n s  t o  m o r t g a g e - b a c k e d  s e c u r i t i e s .  C o n s e q u e n t l y ,  w e  s u g g e s t  t h a t  t h e  
B o a r d  h i r e  a n  o u t s i d e  m a n a g e r  t o  m a n a g e  t h e  m o r t g a g e  p o r t f o l i o ,  o r ,  a t  t h e  v e r y  l e a s t ,  
h i r e  a d d i t i o n a l  s u p p o r t  s t a f f .

Conclusion

A l t h o u g h  t h e  P e r m a n e n t  F u n d  h a s  a n  e x c e l l e n t  p e r f o r m a n c e  h i s t o r y ,  t h e  F u n d  f a c e s  n e w  
a n d  u n c e r t a i n  i n v e s t m e n t  c h a l l e n g e s  i n  t h e  c o m i n g  y e a r s .  T h e  B o a r d ,  r e a l i z i n g  t h e  
i m p o r t a n c e  o f  a s s e t  a l l o c a t i o n  t o  o v e i  a l l  F u n d  p e r f o r m a n c e ,  h a s  c r e a t e d  a  t a r g e t  
a l l o c a t i o n  t o  m e e t  t h o s e  c h a l l e n g e s .  H o w e v e r ,  a s  o u r  a n a l y s i s  r e v e a l s ,  t h e  B o a r d  c a n  
i m p l e m e n t  a  b e t t e r  a l l o c a t i o n  f o r  t h e  F u n d ,  o n e  t h a t  h a s  h i g h e r  e x p e c t e d  r e t u r n  a n d  l e s s  
r i s k  t h a n  t h e  F u n d ' s  t a r g e t  p o r t f o l i o .  A l s o ,  t h e  B o a r d  c a n  i m p l e m e n t  a  n e w  i n v e s t i n g  
p o l i c y ,  o n e  e m p h a s i z i n g  a n  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  B y  d o i n g  s o ,  t h e  B o a r d  
w i l l  h e l p  e n s u r e  t h e  m a x i m u m  e x p e c t e d  p e r f o r m a n c e  o f  t h e  F u n d  o v e r  t h e  l o n g - t e r m  
i n v e s t m e n t  h o r i z o n ,  t h e r e b y  p r o v i d i n g  h e  h i g h e s t  p o s s i b l e  i n c o m e  t o  t h e  S t a t e ' s  c i t i z e n s  
a n d  f u l f i l l i n g  i t s  o b l i g a t i o n  t o  t h o s e  c i t i z e n s .
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A p p e n d i x  A :  B e n c h m a r k s

Asset C la s s

U.S. Large C ap ita liz a t io n  E q u ity  

U.S. M id/Small C ap ita liza t io n  E q u ity

Canada E q u ity  

Europe E q u ity

P a c ific  E q u ity  

Em erg ing  M arke tn  E q u ity  

C asa

U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y

B enchm ark  D esc rip tio n

S&P 500: A market capitalization-weighted index 
o f 500 o f the largest stocks o f companies domiciled 
in the United States.

R u sse ll 2000 In dex : A market capitalization- 
weighted index o f the stocks o f the bottom two 
thirds o f the largest 3,000 publicly traded 
companies domiciled in the United States.

M organ  S tan le y  C ap ita l In te rn a t io n a l Canada 
To ta l R e tu rn  In dex : A market capitalization- 
weighted index o f S I large Canadian stocks.

M organ  S tan le y  C ap ita l In te rn a t io n a l Europe 
T o ta l R e tu rn  In dex : A market capitalization- 
weighted index o f large stocks from Austria, 
Belgium, Denmark, Finland, France, Germany, 
Ire land , Ita ly , Netherlands, Norway, Spain,
Sweden, Sw itzerland, and the United Kingdom.

M organ  S tan le y  C ap ita l In te rn a t io n a l P a c if ic  
T o ta l R e tu rn  In dex : A market capitalization- 
weighted index o f large stocks from Austra lia, Hong 
Kong, Japan, Malaysia, New Zealand, and 
Singapore.

IFC  Em erg in g  M a rke t Composite In dex : A
broad-based, m arket capitalization-weighted index 
o f stocks listed in countries with a per capita GDP 
below an annually-disclosed figure. Curren tly , 20 
countries are represented in the Composite index.

U.S. 90-Day T re a su ry  B ills :  Published by 
Salomon B rothers in International Bond and Money 
Market Performance.
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IT  Govt/Corp Bonds

LT Govt/Corp Bonds

Mortgage-Backed S e cu r it ie s

Non-U.S. Bonds

R ea l E sta te

Lehman B ro th e rs In term ed ia te-Term  
Government/Corporate Bond To ta l R e tu rn  
In dex : A portfolio o f U .S. government issues 
(>$100 million par value) and investment grade 
corporate debt (>$50 m illion par value) with an 
average m aturity o f 4.42 years as o f November 29, 
1993.

Lehman B ro th e rs Government/Corporate 
Bond To ta l R e tu rn  In dex : A portfolio o f U .S. 
government issues (>$100 m illion par value) and 
investment grade corporate debt (>$50 m illion par 
value) with an average m aturity o f 10.81 years as 
o f November 29, 1993.

Lehman B ro th e rs M ortgage-Backed S e cu r it ie s  
T o ta l R e tu rn  In dex : An index o f a ll fixed-rate 
securities backed by mortgage pools o f the 
Government National Mortgage Association 
(GNMA), Federal Home Loan Mortgage 
Corporation (FHLM C), and the Federal National 
Mortgage Association (FNMA). The index has an 
average maturity o f 5.39 years.

Salomon B ro th e rs Non-U.S. 1+ Bond In dex : A
market capitalization-weighted index o f bonds from 
Australia, Canada, Germany, Japan, Netherlands, 
Switzerland, and the United Kingdom with one 
year or more to m aturity. The average m aturity o f 
bonds in the index is 6.95 years.

W ilsh ire  R ea l E s ta te  S e cu r it ie s  T o ta l R e tu rn  
In dex : A m arket capitalization-weighted index o f 
approximately 85 rea l estate investment trust and 
rea l estate operating companies.
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A p p e n d i x  B :  F o r e c a s t s  U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y  

Forecasts o f Expected Return  and S tandard  Deviation

Asset Class
Expected
Return

Standard
Deviation

U.S. Large Cap Stocks 13.56 20.61

U.S. Mid/Small Cap 
Stocks

18.03 32.95

Canada Stocks 13.73 24.64

Europe Stocks 13.98 22.69

Pacific Stocks 15.11 28.24

Emerging Market Stocks 21.38 47.00

Real Estate 9.90 13.63

Cash 4.61 2.73

IT Govt/Corp Bonds 5.89 4.10
LT Govt/Corp Bonds 6.37 7.22

Mortgage-Backed
Securities

7.45 9.28

Non-U.S. Gcvt Bonds 6.01 14.75





S e n a t o r  S t e v e  F r a n k  
A l a s k a  S t a t e  S e n a t e  
R o o m  518 
S t a t e  Capito.l 
J u n e a u ,  A l a s k a  9980

Re: L i m i t a t i o n  of L i a b i l i t y  o f  V o l u n t e e r s
P r o p o s e d  N e w  S t a t u t e

D e a r  St e v e :

A s  I m e n t i o n e d  in o u r  t e l e p h o n e  c o n v e r s a t i o n  of T h u r s d a y ,  
M a r c h  11, 1993, the W a s h i n g t o n ,  D.C. C o u n c i l  (the e q u i v a l e n t  of 
its c i t y  c o u n c i l )  r e c e n t l y  a d o p t e d  D.C. A c t  9-353, f o r  the s t a t e d  
p u r p o s e  of a m e n d i n g  the D i s t r i c t  o f  C o l u m b i a  N o n p r o f i t  C o r p o r a t i o n  
A c t  "to p r o v i d e  i m m u n i t y  f r o m  c i v i l  l i a b i l i t y  for v o l u n t e e r s  a n d  
e m p l o y e e s  of n o n - p r o f i t  c o r p o r a t i o n s . "  T h e  s t a t u t e  s t r i k e s  a 
c a r e f u l  b a l a n c e  a m o n g  the c o m p e t i n g  c o n c e r n s  in  this area. I h a v e  
d r a f t e d  a m o d i f i e d  v e r s i o n  of the s t a t u t e ,  a t t e m p t i n g  to a p p l y  
t h o s e  c o n c e p t s  to A l a s k a  law.

I n  th i s  l e t t e r  I w i l l  try to m a k e  the c a s e  for a d o p t i o n  of 
this o r  a s i m i l a r  s t a t u t e .  I e m p h a s i s e  that w h i l e  I h a v e  h a d  a 
g r e a t  d e a l  of e x p e r i e n c e  w i t h  n o n - p r o f i t  c o r p o r a t i o n s ,  as a 
d i r e c t o r ,  o f f i c e r  a n d  a t t o r n e y ,  I a m  w r i t i n g  as a p r i v a t e  c i t i z e n  
a n d  n o t  o n  b e h a l f  of a n y  g r o u p  o r  n o n - p r o f i t  c o r p o r a t i o n .

P r e s e n t  A l a s k a  l a w  p r o v i d e s  f o r  a f e w  l i m i t e d  k i n d s  of 
p r o t e c t i o n  f o r  v o l u n t e e r s .  T h e r e  a r e  s p e c i a l  s t a t u t e s  p r o t e c t i n g  
e m e r g e n c y  m e d i c a l  t e c h n i c i a n s  (AS 0 9 . 6 5 . 0 9 0 ( b ) ) ,  v o l u n t e e r  
a i r c r a f t  s a f e t y  i n s p e c t i o n s  (AS 0 9 . 6 5 . 0 9 2 ) ,  p h y s i c i a n s  a n a  o t h e r  
m e d i c a l  p r o f e s s i o n a l s  d e l i v e r i n g  " g o o d  S a m a r i t a n "  s e r v i c e s  (AS 
0 9 . 6 5 . 0 9 0 ( a ) ) ,  e m e r g e n c y  v e t e r i n a r y  c a r e  (AS 0 9 . 6 5 . 0 9 7 ) ,  a n d  a 
g e n e r a l  l i m i t a t i o n  o n  the l i a b i l i t y  of o f f i c e r s  a n d  d i r e c t o r s  of 
n o n - p r o f i t  c o r p o r a t i o n s  (AS 1 0 . 2 0 . 1 5 1 ( d ) ) .  T h e  s t a n d a r d s  a n d  
r u l e s  o f  l i a b i l i t y  for e a c h  of t h e s e  e x c e p t i o n s  is s l i g h t l y  
d i f f e r e n t ,  r e s u l t i n g  in  c o n f u s i n g  a n d  s o m e t i m e s  c o n t r a d i c t o r y  
g u i d e l i n e s  t h a t  d e p e n d  u p o n  the c h a r a c t e r  of  the s e r v i c e s  
d e l i v e r e d  b y  t h e  v o l u n t e e r .  B y  f a r  t h e  g r e a t e s t  n u m b e r  of 
v o l u n t e e r s  h a v e  n o  p r o t e c t i o n  at all. A n d  the o r g a n i z a t i o n s  for 
w h i c h  t h e y  w o r k  h a v e  n o  p r o t e c t i o n  at all f r o m  the n e g l i g e n c e  of 
the v o l u n t e e r s .

B A SIS  F O R  T H E  BILL 
LETTER FROM  ADVOCATE

813 L a n c a s t e r  D r i v e  
F a i r b a n k s ,  .Alaska 9 9712 
M a r c h  16, 1993

j .. . -j a d o



S e n a t o r  S t e v e  .F ra n k
M a rc h  1 6 ,  1 9 9 3
P a g e  2

T o  the e x t e n t  that the a v e r a g e  v o l u n t e e r  t h i n k s  a b o u t  the 
r i s k  of p e r s o n a l  l i a b i l i t y  at all, t h e y  a s s u m e  t h e y  h a v e  s o m e  
s t a t u t o r y  p r o t e c t i o n  f r o m  l i a b i l i t y  o r  t h a t  if t h e y  d o n ' t  t h e i r  
h o m e o w n e r ' s  o r  a u t o m o b i l e  i n s u r a n c e  w i l l  p r o t e c t  them. M o s t  of 
the t i m e  a l l  o f  t h o s e  a s s u m p t i o n s  a r e  false.

T h e r e  is a s e c o n d  a s p e c t  to v o l u n t e e r  l i a b i l i t y :  the r u l e  of
l a w  c a l l e d  " r e s p o n d e a t  s u p e r i o r "  —  the r u l e  that the m a s t e r  w i l l  
r e s p o n d ,  m e a n i n g  t h e  " e m p l o y e r "  is l i a b l e  f o r  the t orts of the 
" e m p l o y e e "  —  a p p l i e s  to v o l u n t e e r s  i n  rr.ost i n s t a n c e s  as w e l l .
Thus, a n o n - p r o f i t  c o r p o r a t i o n  m a y  b e  l i a b l e  for the n e g l i g e n c e  of 
its v o l u n t e e r s .

T h e s e  risks, a r e  p r e s e n t l y  m a n a g e d  p a r t i a l l y ,  if at all. In 
the b e s t  case, n o n - p r o f i t  m o n i e s  a r e  s p e n t  o n  i n s u r a n c e  p r e m i u m s  
for l i a b i l i t y  p o l i c i e s  that m i g h t  b e  m o r e  e f f e c t i v e l y  s p e n t  o n  
(delivery of t h e  s e r v i c e s .  A n d  a r e a s  c o n t a i n i n g  h i g h  r i s k  a r e  
s i m p l y  n o t  s e r v i c e d  at all.

T h e  p r o p o s e d  s t a t u t e  a t t e m p t s  to b a l a n c e  v a r i o u s  c o m p e c i n g  
i n t e r e s t s :

(1) the n e e d  to e n c o u r a g e  v o l u n t e e r s  to d o n a t e  
t h e i r  s e r v i c e s  w i t h o u t  r i s k  of p e r s o n a l  r u i n  in the 
e v e n t  t h e y  a r e  n e g l i g e n t ;

(2) t h e  n e e d  to k e e p  a n d  r e t a i n  e m p l o y e e s  at n o n -  
^ . p r o f i t  c o r p o r a t i o n s ,  o f t e n  at s u b s t a n t i a l l y  l o w e r  w a g e s

t h a n  e q u i v a l e n t  p o s i t i o n s  in t h e  p r i v a t e  sector;

("’) the n e e d  to a s s u r e  n o n - p r o f i t  c o r p o r a t i o n s  that 
t h e y  c a n  d e l i v e r  s e r v i c e s  w i t h o u t  f a c i n g  f i n a n c i a l  r u i n  
in *• ie e v e n t  of e m p l o y e e  or  v o l u n t e e r  n e g l i g e n c e ;  a n d

(4) a s s u r a n c e  that v o l u n t e e r s ,  e m p l o y e e s  of n o n ­
p r o f i t  c o r p o r a t i o n s  a n d  the n o n - p r o f i t  c o r p o r a t i o n s  w i l l  
h a v e  s u f f i c i e n t  e c o n o m i c  s t a k e  in r i s k  m a n a g e m e n t  that 
t h e y  do  n o  b e c o m e  c a r e l e s s  in t h e  d e l i v e r y  o f  t h e i r  
s e r v i c e s .

T h e  g e n e r a l  s c h e m e  of the p r o p o s e d  s t a t u t e  is to ...relieve 
v o l u n t e e r s  f r o m . t h e i r  n e g l i g e n c e  if m i n i m u m  l e v e l s  o f  i n s u r a n c e  
a r e  in p l a c e  at t h e  n o n - p r o f i t  c o r p o r a t i o n .  L e v e l s  of m i s c o n d u c t  
'more s e r i o u s  t h a n  n e g l i g e n c e  or g r o s s  n e g l i g e n c e  a r e  n o  e x c u s e .  A  
v o l u n t e e r  c o u l d  t h e n  s e r v e  w i t h o u t  r i s k  o f  p e r s o n a l  f i n a n c i a l  
l i a b i l i t y  f o r  t h e i r  n e g l i g e n c e .  T h e  n o n - p r o f i t  c o r p o r a t i o n  c a n 
m a i n t a i n  r e a s o n a b l e  Ipyplq nf -insurance a n d  b e  a s s u r e d  it h a s  
a d e q u a t e  p r o t e c t i o n . A n d  the l e v e l s  of i n s u r a n c e  a r e  h i g h  e n o u g h 
to a s s u r e  t h a t  t h e  n o n - p r o f i t  c o r p o r a t i o n s  w i l l  s t i l l  act w i t h  a 
s u f f i c i e n t  l e v e l  or c a r e  to p r o t e c t  t n e  g e n e r a l  p u b l i c .



S e n a t o r  S t e v e  F r a n k
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P a g e  3

T h e  i n s u r a n c e  l e v e l s  r e q u i r e d  to t r i g g e r  p r o t e c t i o n  for 
v o l u n t e e r s  c o u l d  b e  e x t e n d e d  to e m p l o y e e s  as w e l l .  T h e  a m o u n t s  o 
i n s u r a n c e  r e q u i r e d  c o u l d  b e  a d j u s t e d  to d i f f e r e n t  levels, s a y  to 
the l e v e l s  r e q u i r e d  for a u t o  i n s u r a n c e .  T h e  k i n d s  of i n s u r a n c e  
r e q u i r e d  c o u l d  b e  chc ~ e d  to c l a r i f y  t h e  t y p e  of c o v e r a g e s  
r e q u i r e d .  But all of t h o s e  c h a n g e s  a r e  m e r e  g l o s s e s  o n  the 
s t r u c t u r e .  T h e  i m p o r t a n t  i s s u e  is to g e t  a f o r m  of g e n e r a l  
v o l u n t e e r  p r o t e c t i o n  in p l a c e .

If t h e r e  is a n y t h i n g  I c a n  do to a s s i s t  in the a d o p t i o n  of 
this p r o p o s a l ,  p l e a s e  d o  no  h e s i t a t e  to c o n t a c t  me.

S i n c e r e l y  y o u r s .

J a m e s  D. DeWit.t

E n c l o s u r e
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H o n o r a b l e  S t e v e  F r a n k  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

Re: S B  184

D e a r  S e n a t o r  F r a n k :

A t  t h e  r e q u e s t  of  t h e  G o v e r n o r ' s  l e g i s l a t i v e  o f f ice, w e  
h a v e  r e v i e w e d  S B  184. T h e  b i l l  w o u l d  c r e a t e  a n e w  s t a t u t e ,  
A S  0 9 . 6 5 . 0 9 8 ,  w h i c h  w o u l d  i m m u n i z e  e m p l o y e e s  a n d  v o l u n t e e r s  of 
c e r t a i n  n o n - p r o f i t  c o r p o r a t i o n s  f r o m  c i v i l  l i a b i l i t y  u n d e r  c e r t a i n  
c o n d i t i o n s .  If a p p l i c a b l e ,  t h e  b i l l  p r o v i d e s  i m m u n i t y  to 
i n d i v i d u a l  { e m p l o y e e s }  a n d  v o l u n t e e r s  b u t  d o e s  n o t  a f f e c t  t h e  
l i a b i l i t y  of  t h e  n o n - p r o f i t  c o r p o r a t i o n s  f o r  w h o m  t h o s e  i n d i v i d u a l s  
w o r k  o r  p r o v i d e  t h e i r  s e r v i c e s .  P r o p o s e d  A S  0 9 . 6 5 . 0 9 3 ( a )  a n d  ( d ) .

T h e  i m m u n i t y  is p r e d i c a t e d  o n  o n e  o f  t w o  t h i n g s :  T h e
n o n - p r o f i t  c o r p o r a t i o n  m u s t  e i t h e r  (1) m a i n t a i n  a m i n i m u m  l e v e l  of 
l i a b i l i t y  i n s u r a n c e  o r  (2) h a v e  a d m i n i s t r a t i v e  o p e r a t i n g  c o s t s  
u n d e r  $ 1 0 0 , 0 0 0  a n d  b e  t a x - e x e m p t .  P r o p o s e d  A S  0 9 . 6 5 . 0 9 8 ( b ) . 1 T h e  
b i l l  d o e s  n o t  p r e c l u d e  l i a b i l i t y  f o r  g r o s s  n e g l i g e n c e ,  
r e c k l e s s n e s s ,  o r  i n t e n t i o n a l  m i s c o n d u c t .  P r o p o s e d  AS 0 9 . 6 5 . 0 9 8 ( c ) .  
I f  e n a c t e d ,  t h e  bil] w o u l d  a p p l y  o n l y  to  a c t i o n s  t h a t  a c c r u e  on or 
a f t e r  its e f f e c t i v e  date. Sec. 2.

A s  no t e d ,  t h e  b i l l  w o u l d  e l i m i n a t e  t h e  p e r s o n a l  l i a b i l i t y  
o f  v o l u n t e e r s  and[empl o y e e s '  o f  c e r t a i n  n o n - p r o f i t  c o r p o r a t i o n s  for 
s i m p l e  n e g l i g e n c e ,  b u t  w o u x d  n o t  a f f e c t  t h e  l i a b i l i t y  o f  t h e  n o n­
p r o f i t s  t h e m s e l v e s .  It s h o u l d  b e  u n d e r s t o o d  that, b e c a u s e  o f  t h i s  
i m m u n i t y ,  t h e r e  w o u l d  b e  n o  p o s s i b i l i t y  o f  t h i r d  p a r t y  r e c o v e r y  
f r o m  a n o n - p r o f i t  c o r p o r a t i o n  o r  an  i n s u r e r  f o r * a n  e m p l o y e e ' s  or

1 W e  e x p r e s s  no  o p i n i o  \ o n  t h e  i n s u r a n c e  l e v e l s  u s e d  in t h e  bill, 
b u t  d o  s u g g e s t  t h a t  a n  i n s u r a n c e  s p e c i a l i s t  v e r i f y  t h a t  s t a n d a r d  
f o r m s  o f  c o v e r a g e  a r e  a v a i l a b l e  at  t h e  l e v e l s  i d e n t i f i e d .  T h e  
D i v i s i o n  o f  R i s k  M a n a g e m e n t  in t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n ,  o r  
t h e  D i v i s i o n  o f  I n s u r a n c e  in t h e  D e p a r t m e n t  of C o m m e r c e  a n d  
E c o n o m i c  D e v e l o p m e n t ,  m a y  b e  a b l e  t o  p r o v i d e  a s s i s t a n c e  in t h i s  
area.

R E V IE W  B Y  D E P T  O F  LA W

PLEASE REPLY TO:

3  1031 W EST4 TH AVEN U E . S U IT E 200 
.ANCHORAGE. ALASKA 99501-1994 
PHONE: (907)269-5100
FA X : (907) 273-3697

3  K EY  BANK BU ILD ING
100 CUSHMAN ST.. SU lT E  400 
FA IRBANKS. ALASKA 99701-4679 
PHONE: (907)451-2811 
FAX: (937)451-2846

X  r\  P .O . BOX 110300 - STATE  CAPITOL  
JUNEAU. ALASKA 99811-0300 
PHONE: (9071465-3600 
FAX: (937) 463-5295

( 9 0 7 ) 4 6 5 - 3 6 0 3  
( F A X ) 4 6 5 - 2 5 3 9

03-CSLH



H o n o r a b l e  S t e v e  F r a n k  
A l a s k a  S t a t e  L e g i s l a t u r e  
Re: S B  184

A p i . i l  2 3 ,  1993
P a g e  2

v o l u n t e e r ' s  p e r s o n a l  l i a b i l i t y .  E v e n  t h o u g h  t h e  n o n - p r o f i t  m a y  
h a v e  t h e  l i a b i l i t y  i n s u r a n c e  s p e c i f i e d  in t h e  b ill, s u c h  i n s u r a n c e  
w o u l d  n o t  p r o v i d e  c o v e r a g e  for a c t s  o r  o m i s s i o n s  t h a t  are  
s t a t u t o r i l y  i m m u n i z e d  f r o m  l i a b i l i t y .  T h e r e f o r e ,  r e c o v e r y  f r o m  t h e  
n o n - p r o f i t  o r  its i n s u r e r  w o u l d  be  i n c u m b e n t  on  p r o v i n g  d i r e c t  
n e g l i g e n c e  b y  t h e  n o n - p r o f i t  itself, o r  b y  e s t a b l i s h i n g  t h a t  t h e  
n o n - p r o f i t  is v i c a r i o u s l y  l i a b l e  for t h e  a c t s  o r  o m i s s i o n s  of t h e  
[employeej o r  v o l u n t e e r . 2

W e  h a v e  n o  c o m m e n t s  o n  l e g a l  a s p e c t s  of  t h e  b i l l  o t h e r  
t h a n  t h e  o b s e r v a t i o n s  above. P l e a s e  feel f r e e  t o  c o n t a c t  us if y o u  
h a v e  f u r t h e r  q u e s t i o n s .

S i n c e r e l y ,

C H A R L E S  E. C O L E
A T T O R N E Y  G E N E R A L

/-CSL -

u s a n  D. C o x  (
A s s i s t a n t  A t t o r n e y  C e n e r a l

S D C : b a p

cc: D e b o r a h  E. B e h r
L o g  # 9 3 - 0 0 4

It is c o n c e i v a b l e  t h a t  t h e r e  m i g h t  b e  c i r c u m s t a n c e s  in w h i c h  a 
v o l u n t e e r  c o u l d  p e r f o r m  a s e r v i c e  f o r  a n o n - p r o f i t  c o r p o r a t i o n  a n d  
b e  i m m u n e  u n d e r  AS 0 9 . 6 5 . 0 9 8 ( a ) ,  y e t  t h e  n o n - p r o f i t  w o u l d  n o t  
n e c e s s a r i l y  h a v e  d i r e c t  o r  v i c a r i o u s  l i a b i l i t y .  In s u c h  
c i r c u m s t a n c e s ,  t h e r e  m i g h t  n o t  b e  a s o u r c e  of r e c o v e r y  f o r  i n j u r e d  
t h i r d  p a r t i e s ,  n o t w i t h s t a n d i n g  t h e  fa c t  t h a t  the n o n - p r o f i t  m a y  
h a v e  l i a b i l i t y  i n s u r a n c e .  C o n v e r s e l y ,  t h e r e  c o u l d  b e  s i t u a t i o n s  
w h e r e  a n  e m p l o y e e  o r  v o l u n t e e r  is i m m u n e  a n d  t h e  n o n - p r o f i t  
c o r p o r a t i o n  d e f i n i t e l y  h a s  l i a b i l i t y ,  b u t  t h e r e  is n o  l i a b i l i t y  
i n s u r a n c e  c o v e r a g e .  S e e  p r o p o s e d  A S  0 9 . 6 5 . 0 9 8 ( b ) .



119 N. Cushman. Rm. 213 

Fairbanks. Alaska 99701 

(907) 452-3421

STEVE FRANK

TO:

FROM:

^laska S t a t e  legislature

S e n a t e

Senator Robin Taylor, Chairman 
Senate Judiciary Committee

Senator Steve Frank, Co-Chairman 
Senate Finance Committee

W ii/f in Juneau 
P.O. Box V  

Juneau. Alaska 99811 

(9071 465 3709 

Capitol Rm. 417

RE

DATE:

SPONSOR STATEMENT for CS SB 184 (L & C): 
Civil Liability of Volunteers

January 31, 1994

Senate Bill 184 proposes to make volunteers of non-profit corporations in 
Alaska immune to civil liability for damages incurred while on the job. 
Immunity will only be granted for civil damages incurred while the 
volunteer is performing his/her duties in good faith without being 
reckless or grossly negligent.

This immunity will only apply to volunteers of non-profit corporations 
which have a liability insurance policy of at least $200,000 per individual 
claim, and $500,000 for all claims arising from the same occurrence.

Certain kinds of volunteers are already protected against civil liability in 
Alaska law; EMTs, volunteer aircraft saiety inspectors, doctors and other 
medical professionals delivering "good Samaritan" services, emergency 
veterinary care, and a general limit to liability for oficers and directors 
of non-profit corporations.

But for the most part, individual volunteers in Alaska have no statutory 
protection from liability. This bill is necessary to allow volunteers of 
non-profit corporations to give their services freely without the threat of 
a lawsuit and personal ruin. Volunteers are an important, powerful 
resource in our state and they deserve protection from liability.

Thank you for hearing this bill.

SPONSOR STATEMENT



DIVISION OF LEGAL SERVICES
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA
i<J07) 465-J867 or 465-2450 
F.-IX (907) 465-2029 
Mail Slop 3101

130 Seward Street, Suite 409 
Juneau, Alaska 99S0I-2105

M E M O R A N D U M F e b r u a r y  1 ,  1 9 9 4

S U B J E C T : S e c t i o n a l  S u m m a r y  o f  C S S B  1 8 4  ( L & C )

T O : S e n a t o r  S t e v e  F r a n k

F R O M : M i c h a e l  F .  F o r d / ^  
L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  r e q u e s t e d  a  s e c t i o n a l  s u m m a r y  o f  t h e  a b o v e - d e s c r i b e d  b i l l .

A s  a  p r e l i m i n a r y  m a t t e r ,  n o t e  t h a t  a  s e c t i o n a l  s u m m a r y  o f  a  b i l l  s h o u l d  n o t  b e  
c o n s i d e r e d  a n  a u t h o r i t a t i v e  i n t e r p r e t a t i o n  o f  t h e  b i l l  a n d  t h e  b i l l  i t s e l f  i s  t h e  b e s t  
s t a t e m e n t  o f  i t s  c o n t e n t s .  I f  y o u  w o u l d  l i k e  a n  i n t e r p r e t a t i o n  o f  t h e  b i l l  a s  i t  m a y  
a p p l y  t o  a  p a r t i c u l a r  s e t  o f  c i r c u m s t a n c e s ,  p l e a s e  a d v i s e .

S e c t i o n  1 .  P r o v i d e s  t h a t  a  p e r s o n  w h o  v o l u n t e e r s  f o r  a  n o n p r o f i t  c o r p o r a t i o n  i s  n o t  
l i a b l e  f o r  c i v i l  d a m a g e s  t h a t  r e s u l t  f r o m  a n  a c t  o r  o m i s s i o n  o f  t h a t  p e r s o n ,  i f  t h e  
n o n p r o f i t  c o r p o r a t i o n  i s  i n s u r e d  o r  i s  e x e m p t  f r o m  a p p l i c a b l e  i n s u r a n c e  r e q u i r e m e n t s .  
L i m i t s  t h e  i m m u n i t y  t o  a c t s  o r  o m i s s i o n s  t h a t  a r e  n o t  i n t e n t i o n a l ,  r e c k l e s s ,  o r  g r o s s l y  
n e g l i g e n t .  E s t a b l i s h e s  l i a b i l i t y  i n s u r a n c e  r e q u i r e m e n t s  t h a t  m u s t  b e  m e t  i n  o r d e r  t o  
c r e a t e  i m m u n i t y  f o r  v o l u n t e e r s .  P r o v i d e s  t h a t  f o r  a c t s  o r  o m i s s i o n s  o f  a  v o l u n t e e r  a  
n o n p r o f i t  c o r p o r a t i o n  t h a t  i s  i n s u r e d  a s  r e q u i r e d  b y  t h i s  s e c t i o n  i s  o n l y  l i a b l e  u p  t o  
t h e  l i m i t  o f  t h e  c o r p o r a t i o n ’ s  p o l i c y  o f  l i a b i l i t y  i n s u r a n c e .

S e c t i o n  2 .  A p p l i c a b i l i t y  s e c t i o n .

S e c t i o n  3 .  E f f e c t i v e  d a t e .

M F F : p l
9 4 - 0 9 0 . p l m

SECTIONAL ANALYSIS



FISCAL NOTE
S T A T E  O F  A L A S K A  

1 9 9 4  L E G I S L A T I V E  S E S S I O N  

Revision Date: 01/21/94
Title:
volunteers of certain nonprofit corporations
Soonsor:
Requestor:

Frank

BILL NO. C SSB  184(F!N)

An Act relating to civii liability of

Work draft 8 -LS0954 \E  1/21/94
Dept. Aifected- Alaska Court System___________
BRU: Trial Courts____________________
Components: ____________

COMPONENT SERIAL NO. 768

EXPENDITURES/RE\ ENUES (Thousands of Dollars)
OPERATING EXPENDITURES FY 95 FY 96 F Y 9 7 FY 98 FY 99 FYOO
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS & CLAIMS

*

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

0.0 0.0 0.0 0.0 0.0 0.0

*

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS
FULL-TIME 
PART- TME 
TEMPORARY

Estimate of current year (FY 94) cost: ? None

ANALYSIS: (Attach a separate page if necessary) 
No fiscal impact

Prepared by: C. S. Christensen III, Staff Counsel 
Ager.cy: Alaska Court System______________

Phone:
Date:

Approved by: Arthur H. Snowden, II. Administrative 
Agency: Alaska Court System_______________

PREPARER TO PROVIDE ALL DISTRIBU1 FISCAL NOTES

^ / / i f f '
)ate:
: OFFICE
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01/21/94

01/21/94
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FISC A L  N O T E
STA TE O F A LA SK A
1994 L E G IS L A T IV E  S E S S IO N

B IL L  NO.CS SB 184

Pi-vision Dale: L / 2 4 / 9 4 _______________________________
Title: V o l u n t e e r s  a n d  E m p l o y e e s  o f  N o n p r o f i t s

Sponsor: S e n a t o r  F ra n k
Requestor:   ___________________________________

Department Affected: Commerce and Economic Development
BRU. Insurance______________________

Emenditures/flevenues:

Component: Operations

COMPONENT SERIAL NO. 354

OPERATING EXPENDITURES FY 95 FY 96 FY 97 FY 90 FY 99 FYOO
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCaLANEOUS

0 | 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL EXPENDITURES 0 0 0 0 | 0 0

CHANGE IN REVENUES ( ) 0 0 0 0 0 0

FUND SOURCE
1002 Federal Receipts 0 c 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004 GF 0 0 0 0 0 0
1005 GF/Program Receipts 0 0 0 0 0 0
1006 GF/MHT1A 0 0 0 0 0 0
Other 0 0 0 0 0 0
TOTAL 0 0 0 • 0 0 0
Estimate of current year (FY 94) cost: $ 0
POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary.) 

No fiscal impact

Prepared by: Joan Brown. Administrative Officer
Division: Insurance

Approved by Commissioner Paul Fuhs
Agency: Commerce and Economic Developmentnenl \

Phone:
Date:

465-2597
L / 2 4 / 9 4

Date! 2 .■»•«}«

Rev 11/93

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO C JVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor’s Legislative Office
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IDITAROD TRAIL COMMUTE

P.O. Box 870800 Was ilia. AK 99687-0800

February J , 1994

Senator Steve Frank 
State Capitol 
Juneau AK  99801-1182

Dear Senator Frank,

As you may know, the success o f  the annual Iditarod Trail Sled Dog Race depends largely upon the 
efforts o f  in excess o f  1,500 loyal end dedicated volunteers. Because continued volunteerism Is 
considered vital to the Race, the Iditarod Trail Committee, Inc. (ITC) wishes to  take this opportunity to 
support CSSD 1S4 (L&C).

The growing concern which has been expressed from, time to time by volunteers over potential civil 
liability, even as a  result o f  well-intentioned efforts on behalf o f  the Race, Is o f  genuine coacem  to the 
ITC. While tiie personal risk o f liability may not be the only reason that volunteerism in general is 
declining on a nationwide basis, most believe it to be a  primary reason.

The ITC believes that passage o f CSSB 184 would help to alleviate this unfavorable trend by removing 
this particular concern from the minds o f  volunteers associated with the  Iditarod as well as the m any 
other fine organizations who benefit tremendously from important volunteer contributions.

Thank you for your consideration,

Sincerely yours for,

IhcdfeaxkJ TraiLCtmmiiiltg.cJhic,

stan Hoolcy 
Executive Director

cc: ITC Board o f Directors

TOTAL P. e0L

LETTERS OF SUPPORT

ii inm«i i


